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PREFACE. 

# 


Those Lectures were delivered a( Patna for (he Benailli 
Readership of that UniversitY, for 1028.'’!). The mdiject 
chosen seems to the Lecturer to he one, which, at this jiinctura 
in our history, needs no special explanation or afiology, 
greater than the one offered in the opening puragraplis of 
Lecture I. 


Opportunity may, however, be taken of this IVefaeo 
to add one explanation, whi<*h nowhere occurs in the text 
specifically. The treatment of thti subject iias been general, 
avoiding all particular discussion of the, iinnnt'es, whether 
of particular iStates or Provinces ; not heenuse t lje latter do 
not deserve to be carefully studwal, but because, from tho 
point of view adopt'd by the I,cct)ircr,a detailed study of the 
several cases would have added undtily to tin* size and scotro 
of his work, oven if such a course <'Ouid imve adtied loaU'rinlly 
to the value thereof. Detailed study of the finances in in- 
dividual Provinces and States, — and even in their likely co n- 
pononts if split up, or their possiblo eoinbitmtions if e.onffide- 
ratod, for purposes of cultural harmony or administrativo 
convenience,— will have to be eunffully marie Imforo tho 
financial problem of tlur Indian Federation cun be dtxdnreti 
to havo boon solved, fn tliesr? Ijectures, however, tho fa'c- 
turor has confined himself to eonskleriug rather tiie geiiemi 
principles or guiding considerations, which should attend 
tho practical study of individual cases, than HjM*eifio considera- 
tion of each separate case, in tho hope that tho lino adopW 
by him would bo as serviceable, at this Juncture at least as 
the other method of treatment. ' 


Lccturo V tries to concentrate in one place the case 
ot the Indian States ip certain mattors relating t« 
finance and economics. The stand.point has been adopted 
of the In^n States, almost exclusively, partly because that 
Btand-pomt seems to be scarcely ever considered with " 
attention it deserves ; and partly also because, in ‘ 
selves, the^ questions raised in that Lecture need 
wider publmity and more open discussion. The govonf 
Ideal of an Indian nation, in a federated form, has, however 
been nowhere abpdoned, or modified. Hence the •ugaM-' 
tion for the combination of the smaller Stat^ to form more 

and equal units in the Commonweal^ 
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The Lectures were addressed to an audience of Univer- 
sity students of all classes, and were intended to be of genera 
public utility, rather than as a piece of learned research. 
There is inuch, however, in these pages which the Lecturer 
hopes will be found tolbe new, at least from the point of view 
from which it is presented, if in nothing else. Comparative 
statistics, and learned analogies, have been, accordingly, 
kept under very modest proportions, so as not to scare away 
the ordinary student from a glance at the Lectures in book- 
form. The Lecturer trusts this course would add to the 
general utility of the Lectures, without materially diminish- 
ing such merit as they may possess as a contribution to our 
knowledge of Public Knance in general, and Indian Finance 
in particular. 

Reconstructive suggestions have been attempted in the 
concluding Lecture; but they are unavoidably in a general 
form, being rough estimates rather even than close approxi- 
mation. T^he main tendencies, however, of the developments 
in finance, as envisaged by the Lecturer, and according 
to the ideals held by him, are sufficiently stressed by the 
^rO‘forma statement of revenue and expenditure, to be 
suggestive, if not helpful. 

The' sources and authorities the Lecturer is indebted to 
have been freely acknowledged in the body of the Lectures. 
The material in connection with the Indian States was obtained 
by the Lecturer by the willing courtesy and sympathy of the 
Ministers in several States, too numerous to be particular- 
ised. Their contribution, however, has been too considerable 
not to be specifically, and gratefully, acknowledged, in this 
place. 

University School of Economics and Sociology, 

Bombay, 25th December, 1928. 

• K. T. S. 

N.B. — UDder the Notes and fnstructions— (Part III of the Income 
Tax Manual}— 16, Exemptions made hy the Governor-General in 
Couneil, in exercise of the powers conferred hy S, 60 of the Indian 
Income Tax Act, (6) exempts the interest on Indian Government 
securities held hy Indian Chiefs and Princes, as the property of their 
States, from the Indian Income Tax: whiie by a Notification of the 
Finance Department, No. 25, dated 1st of July, 1920, the British 
Indian Income Tax is charged at half the usual rate on incomes on 
which both the British Indian and any State Income Tax have been 
levied. Cp. pp. 233-238. Among the Indian States maintaining a 
separate Post Office of their own, Travancore must be included. 



FEDERAL FINANCE IN INDIA 

€ 


{Being a Course of Six Lectures of the Benailli 
Reader of the Patna University for 1928-29, deli-- 
vered successively on the 5 th, 6 th, 7 ih, 8 th, 9 th, and 
the loth November 1928, at Patna). 


LECTURE I. 

General Principles of Federal Finance. 

Mr, Horne, Students of the Patna University, 
Gentlemen, 

I appreciate very much the privilege of 
addressing you as the Benailli Reader of your Uni- 
versity for the current academic year; and 
appreciation is the more deepened by the kind 
words in which Mr. Home has introduced me. 
I shall, however, have occasion to tliank you all, 
at the close of this series of Lectures, when my 
gratitude will perhaps sound more smcere tlian 
to-day; and so I shall postpone the expression of 
my appreciation of the privilege more fully to a 
later chite. Before, however, I pass on to the 
subject of this evening, will you permit me to 
express my deep concern at" asQr inconvenience 
that may have been caused to my of you by the 
<fefce of the Lectures comcidHli with the opening 
of the term, and perhaps al^ % the insufficiency 
of notice to the students an(f1Stoer public intendttrg 
to be present on the occalifeft. The dates had 
been fixed upon months ago In consultation with 
your University; but these points of minute detai 
very l&efy did not attract the attention at the time 
of the parties concerned, and hence the incon- 
venfence, if aiy. 
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The subject I have selected for this Series 
of Lectures for the Benailli Readership this year 
has, I venture to suggest, a peculiar fitness at the 
moment, «and particularly in this city of Patna. 
This is, I need hardly tell you, the seat of India’s 
most ancient and historical Empire, of an extent 
and importance second not even to the present 
British Empire in our land. Lacking in sufficient 
data on the point, it may, perhaps, be imposs ble 
for us at this time to dogmatise about the fi an- 
cial organisation and administration of the Mau- 
ryan Enapire founded by Chandragupta, and raised 
to irnfading renown by his pious as well as efficient 
grandson; though, for my part, I am inclined to 
believe that they in those days jJso must have had 
some kind of a federal financing in practice The 
very nature of the Empire of ancient times, and 
of their economic organisation, must have render- 
ed inevitable a degree of local autonomy in 
practice, -whatever the theory of imperial Govern- 
ment, -which must sound phenomenal in our days 
of increasing centralisation. . 


However that may have been in the 
past, I tl^ the signific^ce of this subject 
and Its high topical importance in the 
acti^ problems of government facing the 
Indian people to-day, will not be questioned bv 
ar^ oiie. A Royal Commission is enquiring even 
while these Lectures are being delivered into the 
■constitutional arrangements for the future govem- 
m^ oi India. One of the most difficult points 
m the task before that body is the happy adiSt- 
ment of ^ooth financial relations between the 
cent^ Government of India, and of the seveS 
Pip^ces that make up the Indian Empire. The 
nu^on of financial relations b«Ween the Indian 

constituents ^ 
^ considerable attention in the 

past, and, as I shall endeavour to show to you in 
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a later Lecture, the evolution of financial decen- 
tralisation in India had, even before the Consti- 
tutional changes of 1919-20, proceeded very dis- 
tinctly on the lines of a federal organisation. The 
existence, however, of the federal f)nnciple in 
Indian public finance has hardly ever been specifi- 
cally and authoritatively recognised. In fact, it 
would not be too much to assert that the con- 
scious aim has sometimes been to deny such a 
principle, whenever attention was drawn too point- 
edly to its operation in fact. The study of 
Indian Public Finance, therefore, in these Lec- 
tures, from a distinctly federal standpoint, will 
have, I trust, its own significance and utility at 
this juncture. 

The moment of time is the more appro- 
priate for such a study, since another Com- 
inittee, presided over by "Sir Harcourt Butler, is 
simultaneously enquiring into the relations bet- 
ween the Government of India and the Indian 
States. There is much in these relations and 
their conduct hitherto which is ambiguous and 
unsatisfactory. But nothing equals in ambiguity 
and want of satisfactoriness, the mystery' that 
hangs round the fundamental que.stion of principle 
to govern these relations in matters of finance. Are 
the Indian States an integral part of a Federation of 
India? The question is as vital as it is difficult 
to answer. I shall try and supply some material 
in a later Lecture to answer it. 'Meanwhile, will 
you permit me to add that the mere fact of this 
question being with us makes the Indian problem 
of financial adjustment exceedingly p^uliar. 
There is nothing anywhere else in the world, -with 
the possible exception of old Germany, perhaps, - 
exactly to correspond to the complication created 
by the existence of the Indian States. This lends 
its own importance and interest to this subject 
at the present moment; and I hope you will find 
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much in these Lectures, which is, if not entirely 
new and original to those familiar with the pro- 
blems of Indian Public Finance in general, at least 
highly suggestive. 

Apart •from these reasons peculiar to our 
couutry for the moment, my choice of the subject 
for these Lectures was also dictated, in part at 
least, by the realisation that the problem of 
Federal Finance as such has hardlv ever been 
scientifically studied in a single treatise to my 
knowledge. Writers on public finance have, no 
doubt, alluded to the peculiarities of federal 
finance incidentally as the points cropped up in 
their general discussion. But their basic view- 
point seems to have been that of a unitary state, 
in which a federal organisation made a complica- 
tion, often considered to be needless, and rarely 
discussed with the patience and ■ fulness the 
steadily growing importance of the problem 
deserves. At the present moment, moreover, the 
problem of what is known as the incidence of 
‘‘ Double Taxation ” has become of world -wide 
importance. More than one endeavour has already 
been made to find out some satisfactory solution 
for it. Apart, however, from the importance of 
" Double Taxation ”, as between the mutually 
independent states of the civilised world, the 
question has its own interest and complexity as 
between the parts of a federation; and, as I sball 
endeavour to show in the following Lectures, in 
India we have this complexity of our own in an 
ample measure, not only as between the British 
Provinces and the Government of India, but far 
more so as between British India and the Indian 
Btates. 

_ The choice. of. the subject, then, may I take it, 
is suffidently - explained - and accounted for. 
India has, obviously, her own peculiarities— so 
many and varied, that scarcely any known analogy 
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■will fit her conditions at all points. As already- 
observed, there is no parallel in the world 
exactly to the Indian States in relation to the 
Government of India; and that fact alone mates 
for a peculiarity, which invests the study of the 
<}uestion with its own interest and significance. 
The tradition and convention in regard to the 
financial relations between the central and the 
provincial governments in British India are, again, 
sufficiently sui generis to make the problem 
peculiar, even if the study is confined to British 
India only. And this, too, without the admixture 
of the purely local bodies, such as the Munici- 
p^ities ^d District Boards, which raise their own 
■difficulties in regard to the financial administra- 
tion of the country at large. Given these peculiari- 
ties, the study of the question must necessarily 
be- based, primarily, on Indian conditions and 
traditions. The analogy of other fed^tions, 
within as weU as without the British Empire, may 
have its use at points, no doubt ; but the analogy 
cannot always be pressed to its logical conclusion, 
for reasons that in each instance it will not be 
impossible to understand. I shaU, therefore, adopt 
the course, in these Lectures, of considering in 
outhne the financial relations as between the 
pracipal federations now existing and their con- 
stituent states or provinces, in the First Lecture 
to-day ; to be followed up, in the next Lecture, 
by a survey of the financial evolution in this 
country, with special reference to the principle of 
federalism. In -the next two Lectures,-— the Third 
and the Fourth, — ^I propose to examine in- s^oae 
detail the revenues and expenditure of the 
-Government in British India, again from the 
standpoint of federal financing. Lecture V. will 
1^ devoted to a consideration of the financial rela- 
tions as between the Government of India and 
-the_ Indian States, -a somewhat lengthy process, 
.iwfeich, I very much fear, will not be GOBipre^s^ 
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within the conventional time-space allotted to a 
Lecture. It may as well be mentioned, at this 
point in jPaesing, that the time-limit will be im- 
possible to observe, I fear, in any Lecture rigor- 
ously. The Lecturer trusts to your indulgence 
for permitting him to complete the task of each 
Lecture on the day allotted for it. In the last and 
the concluding Lecture, the ancillaries of public 
finance,— such as monej?’ and banking, currency 
and credit, audit and accounts, — ^wiU be reviewed 
briefly, followed, if time and your patience will 
permit, by some suggestions of the Lecturer's own 
for a r^djustment of the relations, removing the 
difficulties noticed in the course of the Lectures. 


One more word, and I shall have clone with 
these introductory remarks, explaining the scope 
the nature of the subject of these Lectures. 
The Lectures are stjded, I understand, the series 
of me Benaifli Readership. You may, however 
tod that_though I am styled a Reader, I shall not 
be reading" any part of these discourses. For 
tme tnmg, I very much fear your interest in this 
somewhat complex subject may not be sustained 
were the “ Reader " to be reading out of 
a manuscript copy of the Lectures. But though I 
. may not hter^y read out, I assure you I shall 
mllw the mam argument rigorously enough not 
to admit of my serious discrepancy between the 
I^mes as delivered, and the same as you will 

printed and published. A.s, more- 
to be printed and pubhshed^ 
ad^iitional complications of 
fiie which wfll, of course, appear in 

.^j^ed L^es ; but which will, in the dis- 
as d^ered, Md before you in 
fenns. conditions will I tru.st make 

a© lectures m^r to foflow ; while they will have 

discourses, if I 

may use the term, when they appear in book-form. 
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The distinguishing marks of a federal orga- 
nisation consist in a division of Sovereignty bet- 
ween the constituent States making up the 
Federation and the Federation itself. Almost 
all the existing federations in the world 
to-day, — ^with the possible exception of the 
United States of Brazil, and the Indian 
Empire, — have been brought about by a kind of 
compact between the constituent states existing 
before their federation into a new state; and this 
agreement has led to a distribution of powers 
and functions as between the constituent States 
and the Federation, in accordance with the impulse 
which led them to unite. According as the feder- 
ating impulse was powerful or otherwise, the 
powers of the associates and of their association 
have varied; and the financial resources placed at 
the disposal of either have liad to correspond to 
the functions and obligations assigned, respectively, 
to the Union and to the uniting states. There is, 
naturally, no uniform model for the seveml 
federations of the world to conform to. Each 
has to evolve its own system according to the 
urge which makes for the union, in tlie first 
instance; and each has, likewise, to effect its own 
modifications in ■^he course of its history whicli 
the exigencies of the age and the country demand. 
Subject to this limitation, it may, however, be 
said, that in general, in all federal states, the 
functions of National Defence and maintenance 
of National Credit, at home and abroad, — to- 
gether with all those other matters which concern 
more than one province or the nation’s welfare 
collectively, — are entrusted to the Union Govern- 
ment; while all matters primarily of local interest 
and concern are left to the federating states, or 
their delegates. The subjoined summary of the 
division of powers and functions, as between the 
leading federations and their member states, is 
appended by way. of iUustration and confirmato 
of the foregoing remarks: — 
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J Review of the Constitutional P osition - 
affecting Finance in the Leading Federations. 

In the United States of America, whose 
federal republican constitution is now the oldest 
in the world, section VIII of the Constitution of 
September, 1787, allows the Congress power to 
levy and collect taxes and imposts, to pay for the 
debt and provide fer the common defence and wel- 
fare of the Union. The taxes and duties, however, 
voted by the Union Legislature, must be "uniform 
throughout.the States.” Money may be borrowed 
by the same body on the credit of the United 
States, and the foreign as well as the internal trade 
of the Union regulated. Nationalisation of aliens 
and laws governing bankruptcies are likewise within 
the province of the Congress, as also coining of 
money, regulation of currency, and fixing of 
weights and measures. Establishment of the 
Post Office and Post roads is a Union subject, as 
also the guaranteeing to authors or inventors the 
copyright or patent in their works or discoveries. 
All courts of few, below the Supreme Court estab- 
lished by the Constitution, may be set up by the 
Congress; and the same authority may define and 
punish piracies and other offences on the High 
Seas. The declaration of War, maintenance of 
internal order, raising and maintaining of an 
army and navy, and making of rules for the gover- 
nance and regulation of the fend and sea forces, are 
all vested in the same body. 

These are considerable powers ; and though 
the Constitution has been amended over and over 
again in the hundred and forty-one years sinpi its 
j^Pitipn, the powers of the Centred Government 
hay« |)een more often increased th^ net. The 
original Constitution had prohibited to the Con- ' 
gre^ any interference with the right of the States 
to regulate migration ; and an interdict was placed 
upon any suspension of . the writ of Habeas Corpus, 
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except in extraordinary emergencies of rebellion 
or invasion. It was equally clear and positive 
about direct taxation : — 

♦ 

capitation or other direct tax shall be laid, 
unless in proportion to the census or enumeration herein 
before directed to be taken. No tax or duty shall be 
laid on articles exported from any state. No preference 
shall be given by any regulation of conilnerce to the ports 
of one state over those of another ; nor shall vessels bound 
to or from one state be obliged to enter, clear, or pay 
duties in another.’’ 

The part of this section IX relating to the 
prohibition of direct taxation to the Union 
Government caused increasing embarrassment to 
the Central authority, as the obligations and 
requirements of that authority began to expand; 
and .so the portion was amended, after a historic 
stru^le, by the Amendment Sixteen of the 
Constitution adopted in 1913 : — 

” The Congress shall have power to lay and collect 
taxes on incomes, from whatever source derived, without 
apportionment among the several States, and without 
regard to any census or enumeration.” 

This does not include taxation of property, 
which is even now the monopoly of the 
states making up the Union. 

The powers of the Constituent States^ 
however, comprise all the field that is not specifi- 
cally assigned to the Union. Amendment X of 
the Comstitution, adopted as early as 1791, lays 
down:— 

.The powers not dd^ated to the United States by 
the Constitution, nor prchibited by it; to the 
are reserved to the States respectively or to the people.” 

The only powers expressly prohibited by the 
constitution to the States include dealings with 
foreign States, coining money or emitting bills of 
cfedh, passing any bill of attainder or granting titles 
of nobility, or making-laws impadring the obhgatioit 
of Gontracts. ‘ Levying of duties on^ imports or 
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6xports, without tho consent of the Congress, is 
similarly forbidden to the States, except for what 
may suffice for their inspection laws j and all 
monies collected from such duties must go to the 
United States Treasury. On the same analogy, 
and under the same limitation, keeping of troops 
or warships in time of peace, or engaging in war , 
or making warlike alliances with foreign states is 
forbidden to the States, “unless actually invaded, 
or in such immin ent danger as will not admit of 
delay.” (Section X). 


Financial obligations and resources in 
the Union have been divided in accordance 
with the governing principles of the 
federal organisation herebefore outlined. We 
shall review these financial relations in a 
minute. Let us here add, by way of contrast or 
comparison, the analogous provisions of the Swiss 
Constitution, which breathes the same air of local 
autonomy tempered with national cohesion. If the 
original Constitution of the United States is nearly 
150 years old, the Swiss Confederacy dates in effect 
from the Middle Ages. The latest constitution, 
however, of this ancient mountain democracy dates 
from 1874, and embodies the experience of centuries 
of that people’s own history. Local Autonomy is 
definitely the principal aim of the Swiss Constitu- 
tion, even as in the days when Freeman wrote, — ^the 
confederation being formed and maintained as a 
useful adjunct to promote the common welfeire. 

j ' ' ' 

' IH,;? ~f. ’ I ' ; . ' ^ 

i .1: 4 : sont souverains en tant que 

lew souverainet^ n‘est fas limits par la 
Constitution fM^ral, et, comme tels, ils 
exercent tousles droits qui ne sont pass 
dU^gu^s au pouvoir fM^ral.” 
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says article 3 of this Constitution. The powers 
of making war and peace are delegated to the Con- 
federation, as also that of making ti^eaties with 
foreign powers, including those regulating com- 
merce. (Art, 8). But the Swiss Constitution is 
probably unique in its anxiety to maintain local 
rights, — in its reserving to the Cantons the right to 
conclude treaties with foreign states under excep- 
tional conditions, on matters concerning public 
economy, neighbourly amenities, or police regula- 
tions, — provided that such Treaties contain nothing 
repugnant to the Federation or to the other 
cantons, (Art. q) . Among themselves, of course, the 
Cantons have the right to make conventions regard- 
ing legislation, administration of justice, on condi- 
tions ttiat the same are intimated to the central 
authority, and that the latter finds in them nothing 
injurious to the rights of the other Cantons. 
The Army and provision for National Defence, 
even in this permanently neutralised country, 
belong to the Federal authority. Any Canton 
may have, besides its gendarmerie, upto 300 
men of the permanent army (Art. 13. cp, also 
Art. 19}. The Federation can order expropriation 
for certain purposes, subject to the payment _ of 
an indemnity or compensation. The supervision 
of the Forest Police, the regulation of fishing and 
hunting (25), legislation on Railways, Posts ^ 
and Telegraphs (36), creation of a Federal ‘ 
University and provision for higher education, 
public debt and coinage of money and note-issue, 
fixing of Customs duues, — all these belong to the 
Federal authority. The revenue from the posts and 
the powder monopoly is reserved to the F^era- 
tion; and that from Customs is similarly assigned, 
subject to certain refunds to specified Cantons* 
The constitutional provision in article 29 (2), 
while permitting Ex])ort Duties, requires them to 
be as moderate as possible. Certain duties in the 
inture of traninal taxes or Ockoi on articles of 
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consumption within a Canton were, upto 1890 
reserved to the Cantons. It is curious to note 
that, in Switzerland, the central authority has no 
right to maTce a monopoly of the issue of paper- 
money, nor to mahe such money legal tender. (39) 
As m the U.S.A., so in Switzerland, kws govern- 
ing civil capacity, commercial transactions, literary 
and artistic propertj?^ (copy right) , and bankruptcy 
belong to the federal sphere (64) . 

The financial resources of the Swiss confeder- 
ation, enumerated in article 42, include: — (i) the 
yield of the federal domain; (2) of the federal 
customs duties collected at the Swiss frontiers; 
(3) of the Posts and Telegraphs; (4) of the Powder 
monopoly; (5) half of the tax on exemption from 
military duty; (6) Cantonal contributions. 
Direct taxation is still reserved, in Switzerland, as 
it was in the German Empire before the War, to 
the Cantons. 


The Post-war German Constitution leans as 
much on the side of the central or federal 
authority as the Bismarckian Empire leant 
on the side of the constituent States. 
The Federal Government is now given 
sole authority in regard to ; Foreign and Colonial 
Afiairs ; Nationality, Settlement, Immigration and 
Emigration, Extradition ; organisation of the 
Defmce Force ; Coinage; Customs, and Internal 
Trade Regulation ; and the Postal services, includ- 
ing Telegraphs and Telephones. (Art. 6). On all 
matters concerning public peace, on which there is 
no need for uniform reguktion, the Federation 
may legislate (9) ; while it may ky down the 
general prmciples— the so-called normative kws — 
for the guidance of local legisktion in regard to :■ — 
the rights and duties of religious bodies; public 
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education including the Universities and scientific 
libraries; status of public corporations officials; 
land-laws, including the distribution of and settle- 
nient on lands, and their tying-up; housing and the 
distribution of population ; and the disposal of the 
dead. (lo) On 20 specified heads, the federation 
has legislative authority concurrent with the States, 
e.g. Civil and Criminal Law and Legal Procedure ; 
Passports and Surveillance of Foreigners and pro- 
vision for Poor Law and travellers ; the Press and 
Population, including Maternity and Child Wel- 
fare, Protection of Children and Y oung Persons; 
Public Health and Veterinary department; Labour 
laws, Insurance, Protection of Workmen and 
Labour Bureapc ; Expropriation and Socialisation 
of Natural Resources or Economic Undertakings ; 
Trade, Weights and Measures, Paper- Money, 
Banking and Exchange ; Traffic in Food-stuffs 
and articles of general consumption ; Industry, 
Mining and Insurance, High Sea Navigation, Beep 
Sea. and Coastal Fishing ; Railways, Inland Navi- 
gation- and Road Transport ; Theatres and 
Cinemas (art. 7). The guiding principle, however, 
in regard to such concurrent legislation is laid 
down in Article 13 : “ Federal Law overrides {Lit, 

breaks) State Law.” The preceding Article is 
reminiscent of tire old preponderance of State 
rights as against the Federation : — 

“ So long and in so far as the Federation has not 
exercised its legislative powers, the States continue free 
to legislate. This does not hold good, of subjects as to 
which the Federation has sole power to legislate.” 

The financial resources, moreover, of the 
States have beem drastically cut down the 
Constitution of 1919. 

“ The Federation may legislate as regards taxes 
and other sources of revenue, in so far a.s> they are claimed, 
either wholly or in part, for federal purposes. When 
claiming taxes or other sources of revenue which Mthmto 
belonged to the States, the Federation must have due 
r^ard to preserve the vitality of the States ” (art. 8). 
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In regard to the management of the public 
credit, the present German Constitution makes a 
noteworthy improvement by Article 87, which may 
weU be copied by other countries: — 

“ Monies inay be raised upon credit for extraordinary 
needs only, and, as a rule, only for productive expendi- 
ture. A federal law alone can authorise suck raising of 
monies or the assumption, by the Federation, of liability 
by way of guarantee/’ 


In contrast with these American and 
European models, the Federations within the 
British Empire, -in America, Australia and Africa, — 
manifest certain significant differences inter se, 
as weU as in comparison with the non-British 
models. The following tabular summary of the 
Federal and State powers in the three principal 
British Federations will be instructive by 
itself: — 
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DOMINION OF CANADA: 

Founded in 1867: 

Distribution of Power between : — 


The Dominion. 

To make laws for the peace, 
order and good Government 
of Canada ; particularly 
on : — 

1 Public Debt and Pro- 
perty. 

2 Eegulation of Trade and 
commerce. 

3 Raising money by taxa- 
tion. 

4 Borrowing money. 

5 Postal Service. 

6 Census and statistics. 

7 MiHtia-Military and !N^a- 
val Service and Defence. 

8 Fixing Emoluments of 
Canadian Goveniment 
Officers. 

9 Beacons, buoys. 

10 Navigation and Skipping. 

11 Quarantine. 

12 Sea Coast and Inland 
fishery. 

13 International and Inter- 
provincial Ferries. 

, 14 Currency and Coinage. 

15 Banking and Paper mo- 
ney. 

16 Savings Banks. 

17 Weights and measures. 

18 Bills of exchange and 
pro-notes. 

, 19 Intoest. 

20 L^al Tender, 

21 Bankruptcy, 

22 Patents. 

23 Copyright. 

24 Indians, 

25 Naturalisation, 

26 Marriage and Divorce. 

27 Criminal Law, 

*28 Penitentiaries, 

29 Others. 


The P^yinces. 

1 Amendment of provincial 
constitution. 

2 Direct Taxation for pro- 
vincial revenue. 

3 Borrowing on provin I % 
credit. 

4 Provincial offices n offi - 
cers. 

5 Management of public 
lands in the Province. 

6 Provincial Prisons, 

7 Hospitals, asylums and 
charities. 

8 Municipalities, 

9 Trading licenses for reve- 
nue. 

10 Local works and under- 

11 Incorporation of Com- 
panies with Provincial 
objects. 

12 Solemnization of Marri- 
age. 

J? and Civil rights. 

14 Judicial administration. 

16 Punishinent for enforcing 
Provincial lavrs. 
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COMMONWEALTH OF AUSTRALIA. 

Founded in 1900. 

Powers of — 

• The Commonwealth. 


To make laws for the peace, 
order and good Government 
with respect to : — 


1 Trade and commerce. 

2 Taxation. 

3 Bonnties-uniform. « 

4 Borrowing. 

5 Postal Services. 

6 Commonwealth defence. 

7 Lighthouses Defence, etc. 

8 Meteorological observa- 
tion. 

9 Quarantine. 

10 Pisheries. 

11 Census and statistics. 

12 Currency, coinage . ahd 
Legal Tender. 

13 Banking. 

14 Insurance. 

1^ Weights and measures. 

16 Negotiable Instruikents. 

17 Bankruptcy. 

18 Copyright and Patents. 

19 Naturalisation. 

20 Foreign companies. 

21 Marriage. 

22 Divorce and Children. 

23 Invahd and old age Pen 
sions. 

24 Service of processes and 
execution of judgments. 

25 Recognition of State laws 
and judgments. 

26 Special laws for aliens. 

27 Immigration and Emi- 
gration. 

2B Influx of Criminals. 

29 External affahs. 

-30 Relations with Pacific Is- 
lands. 

31 Acquisition of property. 


32 Control of Railways for 
military Transport. 

33 Acquisition of Railways 

34 Construction of Railways 

35 Conciliation and Arbi- 
tration. 

36 Matters provided for by 
constitution duriag Tran- 
sition. 

37 References from State 
Parliaments. 

38 Subjects on which only 
British Parliament could 
legislate. 

39 Incidental matters. 


The States. 

Sec. 107 of the Commonwealth 
Act provides : — 

Every Pow^ of the Par- 
liament of a colony which 
has become or becomes a 
State, shall, unless it is by 
this constitution exclu- 
sively vested in the Parlia- 
ment of the Common- 
wealth, or withdrawn from 
the Parliament of the 
State, continue as at the 
establishment of the com- 
monwealth, or as at the 
admission or establish- 
ment of the state, as the 
case may be.'^ 

Sec. 109 says : — 

‘‘ When a law of a State is 
inconsistent with a law of 
the commonwealth, the 
latter shall prevail and the 
former to the extent of 
the inconsistency, shall be 
invalid.’’ 
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UNION OF SOUTH AFRICA. 

1 % 

Founded in 1909. 

0 

Powers of — ** 


The Union. 

Sec. 69 of the Act says : — 

Parliainent shall have full 
power to make laws for 
the peace, order and good 
Government of the 
Union.” 

(There is no more particu- 
larisation of this plenary 
jurisdiction). 

Sec. 86 amplifies the Union 
Parliament's powers by li- 
miting the powers of the 
provincial Parliament. 

^'Any ordinance made by 
a provincial Council shall 
have effect in and for the 
province as long and as 
far only as it i« not repug- 
nant to any Act of Parlia- 
ment.^' 


The Frovinces. 

Sec. 85 of the Act enumerates 

the powers of the provincial 

Legii^Jatnre 

1 Direct taxation in the 
Province. 

2 Borrowing on j rovincial 
credit suluect to consent 
of Governor— (lencraL 

8 Education — (not higher.) 

4 A sericulture. 

r> Hospitals and charitable 
institutions. 

6 MuTiicipalitios, etc. 

7 Local works— not rail- 
ways hartouns. 

8* Roads and Bridges* 

9 Markets and Pounds. 

10 Fish and Game preserva 
tion. 

1 1 Punishment for enforcing 
j^rovincial laws. 

1 2 Other local matters, 

L‘} MatterfMlelcgat^sI l»y an 
Act of Pariiament. 


Financial Provisions in Federal Constitutions. 

The varying magnitude of the powers of the 
Federal and of the State or provincial authoritv 
restively, in each case reflects the varyine 
force of the urge for union. The same is refleded 
more materially in the financial provisions of these 
constitutions, or the conventions that have grown 
up thereunder. Tn the oldest and the most 
gnsiderable Federation of our times,— the United 
States of America, — the Union Government was 

£^c?5tfo^® and a quarter after 
ms cieation, the right to levy direct taxes Thp- 

/f ‘h* Const«uto 
this state of thmgs since t|je kst 
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fifteen years; and direct tax-receipts now form 
as integral and important a part of the 
Federal .Budget in the United States as in 
any other' country. But the dread of the 
champions of the local sentiment is evident in the 
present Swiss Constitution, — as it was remarkable 
in the pre-war German Constitution, — ^in the 
rigorous refusal of direct taxation to the federal 
government. The present German Constitution 
allows direct taxes to the Central Government ; 
and to that extent the forces of the Union seem 
to have been intensified as the result o f the War. 
But even in Germany, the Reich Government 
has to make a refund to the States Governments 
of a part of these Direct Taxes surrendered by the 
latter to the former in the moment of dire national 
necessity. The subjoined comparative statements 
of the financial resources and obligations in the 
leading federations of the world, British as well as 
non-British, will serv’e to give , a more concrete 
idea of the apportionment of the financial strength 
to the obligation placed upon each authority in a 
federation. There are certain common features 
which we shall emphasise a little more later on, 
and a few distinctive marks which set apart one 
federation from another, even as one country is 
distinguished from another. 

Let us take the case of the United States first, 
as the most considerable financial illustration or 
our purpose. The latest Budget of the United 
States Government is given in some detail on 
pp. 18-19. From that you will perceive that the 
taxes and other sources of revenue placed at the 
disposal of the Union are in conformity with the 
powers and functions entrusted to the Union 
Government by the constitution. 
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Revenue and Expenditure of the United 

States 1926-27- 


BEVENUE. 

« 

m A 

S 

605,499,983 

Chistcms 

• • 4 # 

Ioteb^’al Rbvektjb. 



Incoine-Tax 


. . 2,224,992,800 

Miscellaneous 

• • m 0 

644,421,642 

Other Receipts. — 



Government Securities 



Principal 

P • P 4 

46,699,673 

Interest 

P P 4 4 

160,389,600 

Railroad Securities . . 

• « mm 

89,737,959 

AU other Securities . . 

p » « « 

63,474,987 

Trust Fund Beceipts (reappropriated 


for investment) 

p tt * P 

48,176,631 

Sale of Surplus Property 

p • p p 

18,068,630 

Panama Canal Tolls, etc. 

P P • 4 

25,768,390 

Miscellaneous 

• « P P 

14,361,494 

Receipts credited direct 

to appro* 


priation. 



Other Miscellancoua 

* # * • 

188,602,952 

Total Ordinary Beceipts * 

. . 4,129,394,441 

♦ The tertas Ordinary Bevenue and Ordinary 

Expenditure are used to detoote that 

the Poet Office 

receipts and disbursements 

Jh 

excluded. 

The Minus item 

on the Expenditure side 

T^r^emts exoeea of otedita to 

be deducted. 
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Revenue and Expenditure of the United 

States 1926-27. 

EXPENDITUEE. 

$ 

iVit, Establishment.— 


Lesji$lativo 

* • • • • • • 

19,678,325 

Exerutivr^ 

• • • • . . 

612, 19S 

Department of State 

. - 16,497,669- 

Treasury Department 

151,560,334 

War Department 

360,808,777 

Navy Department 

318,909,096- 

Interior Department 

302,706,74^ 

Post Office Department . . 

189,03S 

Agriculture Department . . 

156,287,30 

Commerce Department . . 

30,939,7 

Labour Department 

9,921,644 

J ustice Department 

24,819,050 

Independent Bureaux . . 

35,442,771 

Columbia District . . . . 

.. 37,666,621 

Public debt charges. — 

Sinking Fund . . . . 

333,528,400 

Foreign Repayment . . . . 

159,961,800 

Interest 

787,019,578 

Postal Deficit 

27,263,191 

Panama Canal 

8,306,345 

War Fmance Corporation • . 

27,065,782 

Shipping Board . . . . 

19,011,397 

All otiiers . . . . . . 

719,621,361 

Total Expenditure charged 

3,493,584,510 


nary revenue.* 
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The Income of the several States in the 
Union is derived in a very large proportion from 
a General Property Tax, charged on real as weU 
as personal property, and serving as thd basis of 
income both for the State Government and also 
for the municipalities and county governing 
bodies. The aggregate revenues of the several 
States in 1926-27 amounted to $ 2078.536 million 
and the aggregate expenditure to 1036.105 
millions.* 


The States, it may be observed in passing, 
are not all of the same size, population, or 
wealth, inter se. Hence if we were to consider 
■their per capita revenue or expenditure, we 
should get quite a disproportionate and misleading 
idea of the State Finance in tlie Union. Before 
■the establishment of the United States, each con- 
stituent State used to levy its own Customs duties, 
had its own system of Excise duties, and a General 
Property Tax. The new Constitution toob away 
the Customs duties from the Stales ; and though 
the Excise and General Property Tax Revenues 
■were left to the States, reliance was mostly placed 
by the latter on the last source to eke out their 
Budgets. In the eighteentli centur5% for .some 
time in the nineteenth, this tax .satisfied all the 
xeciuirements of a productive, convenient, and 
-^sy source of revenue. Property was then mostly 
m the form of land or houses, which could not 
^sdy evade ^tion, even if the tax-payer so 
•desired. With the growth, however, of personal, 
moveable property, espe<5lally in theformof mdns* 
trial or gwemmental secapdies in the nineteenth 
century, the old attraction of the General Pro- 
perty Tax disappeared ; and the States were hard 
put to it to devise methods and machinery which 


rri, from the Statesman’s Year Book, 1028 . 

The States include also Alaska, Hawaii, Porto Rioo, and 
Phdippme Isl^ds; but no figures are available for tiiie 
Virgmia Islands Samoa Islands and Guam. 
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would prevent tax -evasion, as also to discover 
additional supplementary sources of Revenue- 
Assessments had to be revised, standardised, and 
made to fcfllpw definite scientific rules ; while the 
administration of the assessment department came 
gradually to be handed over to the central tax 
authorities, to prevent* fraud, mistake, or evasion. 
New taxes discovered to supplement the State- 
resources naturally took the form most suitable to 
the peculiar industrial or commercial organisation, 
and development of each State. Thus the Cor- 
poration Tax became a prune favourite with all 
those states in which industrial development per- 
mitted such a source of income. The infinite 
variety of that tax, in recent years, — in its basis and 
method of assessment, its rate of taxation, its 
mechanism of collection, — ^has made it 

one of the wonders of the woild taxation. 
Franchise Taxes, a peculiarity of America, 
also a handsome and a Rowing source 
of State revenues, may, scientifically spealcing, 
Welf be regarded as only a variant of the Corpora- 
tion Tax. But the trend to levy Income and In- 
heritance Taxes by the State Governments, begin- 
ning with Wisconsin in 1911, and now adopted 
among others, by the States of Massachussetts and 
New York, cannot be so lightly passed over ; 
since it is bound to create complexities of double 
taxation and excessive burdens, which, in the 
British Commonwealth of Nations has already 
become a sore point of Imperial Tax administra- 
tion. Says a close student of the state governance 
i n the United States : — 

“ These incotae taxes axe assessed and coUeeted 
tmder the direction of the central tax authorities, and the- 
. proceeds are generally reserved for the use of the States : 

. hut in Massachussetts, New Yorih aiSd Wisconsinj a dis- 
tribution is made between the State and the locali- 
ties.” * 


*Holoolnhe’s State Government in the United States^ 
On this subject the li-terature available is not as exten- 
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The inheritance tax, adopted in all except the 
three states of Alabama, Florida, and Nevada, is 
a growing source of State revenue, usually not 
shared with the local bodies within the State. 
The Motor Vehicle License Duty, is another 
growing source of State income in all states ; and 
the petrol tax obtains in forty-four states at vary- 
ing rates. 


The general position of the State Revenues 
and expenditure is well indicated in the following 
tables compiled from the authority already named.f 


STATE REVENUE 1924. 
T-*xr.s. — Per rent of 

General Property S Total 


Tax .. .,351.60 

Special Taxes . . 220 . T: 
Poll Taxes . . 3.02 

Business anil non 


business Lieensef 435.16 31 .SiMisceUaneous 


Special Assessments 23.86 
Fines, Forfeits, es- 
cheats .. ., 8.04 

Subventions, 
Grants, Dona- 
tions, Pension As- 
sessment ..133.59 
Highway privileges. 

Rents, Interest . 61.47 
Earnings of General 
Department ..113.04 
Earnings of Public 
Service Enter- 
prises .. .. 12.57 


125.7 


PER CAPITAL 
EXPENDITURE 1924. 


High ways 
J6,6jEducation 
0.3 


m # 




* « 


Charities, Hospitals and 
correction 


• # 


1.7 

0.6 




« « 


9.8 

4.5 

8.3 

0.9 


$ 

.31 
3.68 


1 
1.2 
0.74 


General Government 
Development of oonserva 
tion of natural resources 0.53 
Protection to Person and 
Property 

Health and Sanitation 


0 • 49 
.. 0.23 

jPublic Service enterprises 0. 13 
Recreation .. <).04 


Total 


. 13.10 






sive as might be wished for. TIio recent American 
Tmters — H. L. Lutz : PiMic Finance and J. P, Jensen : 
PrMems ojl Pvblic Finance (both NowYork,1924), — though 
wnting primarily from the American standpoint for 
American readers, make very good reading in general 
prmciples. The Proceedings of National Tax Cot^erenee, 
1919, seem to be far more promising, judging from the 
extracts. Mabel Newcomer’s Separation of States and 
^ccu Bevmma (1917), and Abada Comstock’s State 
Jetton of Personal Incomes (both in the Colwmbiai 
Umvoxsity Studies) have each its own importance. 

t Holcombe, Op. oit. p. 370 and 374. 
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It may be added that some states in the 
Union are allowed subsidies by the Federal 
Government, as these States themselves are too 
poor to be able to discharge, from their own 
purse, the niinimum of State functions laid upon 
them. 

In Germany, the Federal Budget consists of 
similar sources of revenue and expenditure as in 
the States. * 

1927-28 (Estimaie-s). (in Million Mks.) 


E,EVEMJE; ORDINARY. 

1 EXPENDITURE. 


6,860.0, 

Payments to States and 


Customs . . 

890. 0 

oomtnum:? . . 

3.082.9 

Fees 

207.0 

Gfeneral Alministra - 


Profits 

190.0 

tion (inoluding de- 


Surplus of previous 

fence) 

2, .361. 3 

years 

200.0 

Unemployment Relief 

610.0 

Extraordinary : 


War and Civil Pensions 

1,474.8 

XiOan , , . , 

466 . 4 

Internal Charges from 


PaUways 

605.0 

War (occupation! . . 

19S.2 

Other Loar^s 

590.9 

Payments of Bonds and 




Reduction of Debt . 

.504.3 

• 


Dawes Payments 

1,778.7 

Total . . ! 

10,010.2] 

Total 

10,010.2 

Comparing 

the 

actuals of 19 13 -14 with 


1926-27, the figures are : — 


(In Million Sterling) , 

1913-14. 1926-27. 


Total Ordinary Revenue. , 

110,465 .. 

247.060 

Of these: 

Taxes on Property 

16.265 .. 

126.836 

Traffic, Trade and 

Turnover Customs 

36.090 

29.000 

Excise and eonsump- 

tion Taxes 

26.765 

71.780 

Extraordinary Reve- 

nue .. .. 

9.505 .. 

0.046 

EXPENDITURE. 

1913-14. 

1926-27. 

General Administration 

27.000 .. 

88.836 

Army and Navy 

103.100 

37.1.35 

Expenditure due to 

War or Repaiationa 

3.610 .. 

121 . 125 
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The chief taxes levied by the federal Ger- 
man Government, with the yield in million 
marks of each in ig25--i6, include; Income Tax 
/2I70-0); Tax on wealth and Turnover {i686'0) 
Tax on capital transactions, comjyrising Com- 
pany Tax, Securities Tax, Stock Exchange Tax 
and Director’s Tax (103-0) ; Motor Vehicles (58-0); 
Stamp Duties on Bills (63-0); Traffic Tax (318-0); 
Tax on Bonds and Debentures (47'0)-, Customs 
(Sqo.o); Tobacco (6i6-0/, and Sugar (236-0) Tax: 
Spirit Monopoly (153-0); and Wine Tax (80,0); 
The yield is steadily growing; but the tax system 
of Post-war Germany Ginnot yet be said to' have 
attained anything like permanence and definite- 
ness.* 

X 

The resources of the States in Germany 
are, under the new dispensation, even more 
meagre than those in the United States. In 
the first years of the Bismarckian Empire, the 
■component states of the Reich were expected to 
pay Matricular Contrib'ations to balance the Im- 
perial Budget, whose main prop was indirect 
taxation. With the cliangc, however, in the fiscal 
policy of the Empire adopted in 1879, the Cus- 
toms Duties grew so fast — in spite of a protective 
trend, that the federal Government was able to 
dispense with the States’ contributions, even as 
the reviving prosperity enabled the Government 
-of India to dispense with the Provincial contri- 
butions under the Montford Reforms. The War, 
however, and its legacy of h^vy reparations to the 
ex-enemy nations, have so increased the burden 
■on the federal Government, that they have tsdeen 
up almost every important source of revenue from 
the constituent States, and materiallv added to the 
ingredients of the German Tax-system. The 
St^es, being deprived of their mainstay in revenue 
Taxes on Income and Pr<merty — have to be com- 
pensated by the Federal Government, and benf-# 

— MMai) Wi lljill iiBli im ii[ — - 

^ 

Post-war Germanic hj the present writw. 
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the very considerable amount of expenditure by 
the central authority in respect of payments to the 
State funds. The total revenue of the constituent 
States in Germany from all sources amounted in 
1926-27, to 1^07-35 million marks, while the ex- 
penditure of the States aggregated 1926-32 million 
marks.* 


The Swiss financial system is founded on the 
utter distrust of the federal authority in respect of 
direct taxation. f 

The Federal Government is in charge of 
the Customs revenue which forms the bulk 
(85%) of the central income ; proceeds of the 
Explosive monopoly which goes entirely to the 

* Compiled from the Statesman’s Year-Book 1928. 
The financial year seems to vary in the different states, 
the figures given above being for the latest year in the 
1928 Statesman’s Year-Book. 


■f Information about Swiss institutions w exceeding- 
ly hard to obtain in English. The following quotations- 
from the eminent students of Political Institutions will 
serve to explain the contention ; Says Lord Bryce in 
his standard work on Modem. Democrardee : — 

The Swiss Tariff was tOl recently a low one, as. 
compared with those of its great neighboi]irs, and origi- 
nally a tariif for revenue, and since the Federal Govern- 
ment did not pen levy direct taxation ’’ (Vol. I, p. 392).. 

The implication seems to be that now-a-days direct 
taxation is permitted. Lord Bryce’s work was published 
in 1923. Prof. Munro in the Governments of Eurons- 
(1925) says of Switzerland ; — 


The federal Government has control of the postal 
system. It operates the Swiss railroads (with a few 
mmor exceptions) : as well a-s the telegraph and telephone 
services. It has charge of the currency, and has the 
exclusive right to issue paper-money. It has control 
or Oankmg, and has power to regulate commerce ine1ndiTi» 
the power to levy customs duties, but it has no right 
to key dwect taxes upon the people. If it needs more re- 
venue^than it can obtain from indirect Sources, the 
go-ment ^may levy upon the cantons in pro- 


27 


federal Government; and of the alcohol monopoly, 
which is distributed entirely among the Cantons, on 
condition that at least one-tenth of the amount 
received by the Cantons must be employed by them 
to combat alcoholism in its causes'* and effects. 
Exemption from military service is purchasable 
in Switzerland by paying a tax or indemnity to the 
State. But this is levied through the Cantons, and 
the proceeds are shared equally between the 
Cantons and the Federal Go\’’emmcnt . There arc 
duties in the nature of customs duties levied by 
the cantons ; but they are not to degenerate into 
transit duties of anv sort. The mainstay of the 
Cantonal ffnance lies, besides direct taxation, in the 
federal subventions received by each. Lord Bryce 
has noted the current criticism of this item in 
these words ; “The plan of granting subventions 
from the national treasury to the. Cantons is 
alleged to be wasteful, injurious to the cantons in 
impairing self-helpfulness, and liable to^ be 
perverted for political purposes." (p. 411 op.cit.L). 
The suggestion is that by means of these subven- 
tions, in the federal Government the dominant 
party may use undue pressure upon a smaller 
canton. But the fact is that under the conven- 
tion obtaining in this behalf, a subsidy can be 
held up only if a canton fails to enforce a Federal 
law. Hence there is no positive harm likely to 
result to the essential independence of the Canton, 
which is greater in the Swiss federation than in 
any other similar organisation. The Budget 
subjoined is only by way of illustration. 


.1 



The Budget Estimates (1928) of the Swiss Confederation. * 

(111 francs.) 


EE’^HENIJE. 


EXPENDITURE. 


Capital invested 

• • 

24,097,888 

Debt Charge 

112,752,800 

Creneral Actodnistra- 


General Adminis-' 


tion 


527,100 

tration 

5,134,187 

i)EPARTMBKT>S-— 



Departmeots. — 


Political . . 

• « 

193,050 

Political . , 

16,654,900 

Interior , . 

# * 

1,188,950 

Interior . . 

27,045,731 

Justice and Police 

2,188,500 

Justice and Police 

8,010,531 

Military . . 

•• « 

1,692,435 

IMilitary . . 

84,941,864 

Finance and "^Cus- 


Finance and Cus- 


toms 

• • 

282,101,970 

toins 

21,304,229 

Commerce, 

Indus 

1 Commerce, Indus- 


try and Agricnl- 


1 try and Agricul- 


ture 

• • 

1,596,996 

1 ture 

68,501,812 

Post and 

Rail-^ 


1 Posts and Rail- 


ways 


8,120,112j 

ways 

984,014 

Miscellaneous 

• ^ 

522,9991 

' i 

1 

Miscellaneous 

6,219,932 

Total 

m m 

I 

322,230,0001 

t 

{ 

1 

Total 

331,550,000 


THE BRITISH DOMINIONS FEDERATIONS : 

AUSTRALIA. 

_ The Budgets of the British Dominions Fed- 
•eration reflect similar tendencies at work, and for 
well-nigh the same reasons. The Commonwealth 
of Australia^ shows: — 


* Colnpiled. froln Statesman’s Year-Book 1928. The customs 
Revenue for 1926 amounted to 226,268,400, including 18,725,739 
5>y way of tobacco dues. 
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1 925 * 26 . 
(In StcrSing.' 


REVENUE. 

Taxation, — 

Customs . . 

Excise 
Land Tax 
Estate Duty 
Income Tax 
Entertainment 
Tax 

War-time Profits 
Tax * . . 


i 


27,830,880 

11,358,989 


E, 


EXPENDITURE 
Cost of Djewetmei^ts 


10,858,046 

460,320 

77,491 


Total 


PUBtilO WOEKS. — 
Postal etc. Ser- 
vices 

Railways . . 

Others 


Governor G eneral 
Parliament 
2,521,910j Prime iMi Hint er .. 
1 ,41 1 ,336, A ttoriK ‘y Q ('uera I 
’'I''roaBury . . 

Trad<^ and Cus- 
toms 

T)(‘f(‘neo . , 
PoHt-maHter Gene- 
ral * * # . 

Home and Terri- 
tory's , . 

Werks and Rail- 
wayn 

Health - . 
Markets and 
graiion 


54,373,005 


10,771,756 

349,768 


« # 


Total 

Other J^evenues. 
Interest, etc. 
Coinage . . 
Defence . . 
Quarantine 
Territories 
Patents . • 
I.ight-houso 
Pension Contribu 
tion 

Defence Trust Ac- 
count.^ — 

Net IProfit on Aus- 
traliaii note- 
issue . . 
Miscellaneous 


11,121,624 


* « 

I 


Total 




* « 


MlSOEU-ANKOtlH 

4,5!)4,3t^i Now Works 
332,01 4j War Sci vicOH 
130,002] Biibsi0u*H to Htatos 
30,r>53ilNTKRKST. — 

41,073! S^tato I.oan Act .. 
42,017| flpooiul Dofenco 
108,353; Provision 


« 4 


» 4 


60,781 


» * 


1,048,062 

316,616 


Total 

Giu.it3D Total 


6,791,277 

72,285,806 


liL 

Total 


# « 



Grand Total 


» * 


20,928 
408,410 
041,370 
186,427 
{>,04O,4O!» 

1,641.804 

4,{HI4,S27 

10,061,926 

090,760 

1.8 11, 008 

170.07? 

686,714 


30,841,418 


310,941 

30,171,860 

7,961,727 

2,081,767 

3,742,745 


76,109,438 


* Compiled from the Australian Year-Book 1028. The Re- 
venue in 1026-27 amounted, according to the Statefflnaji’e Year- 
Book, 1928, to £ 78,168,286 aaid owihmry eipendHtttte to 
,£ 76,682,638. ' ■ ' ' 
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Amongst all the British Dominions, the Aus- 
tralian Commonwealth Budget is the most inter- 
esting, not; only because of the intense activity of 
the State in 1 ;hose regions, but also because of the 
expeiiments in centralisation even now taking 
place there. Under the Constitution of the Com- 
monwealth, S. 8i, all revenues are to be paid 
into a general Consolidated Revenue Fund, while 
other monies are credited to special funds. Until 
the end of I907;,8, the balance of the Consolidated 
Revenue Fund, after the Commonwealth expendi- 
ture, was paid to the States. From 1907-8, until 
the abolition of the book-keeping provisions of 
the Constitution, the States received only three- 
fourths of the net Customs and Excise Revenue, 
and the balance of the Consolidated Revenue 
Fimd was transferred to the Invalid and Old-age 
Pension Trust Account, and the Naval Defence 
Trust Account, to provide for expenditure in 
subsequent years. 

At the present time, the financial relations 
between the several States and the Common- 
wealth are governed by special conventions, the 
substance of which is appended below. 

Since the Commonwealth Government is 
levying direct as well as indirect taxes, the States 
heeded funds for their own purposes, and they 
were paid annual subsidies. The amount of this 
subsid}?- was based upon an annual payment of 
■£i 5s. per capita, with special concessions to 
Western Australia and Tasmania; and were in 
accordance with the provisions of the “ Common- 
wealth Surplus Revenue Act” passed in 1910, for 
a period of ten years, subject to revision on the 
expiration thereof. This period expired on the 
30th June/ 1920; and it was then possible for 
Parliament to extend the Act for a further period, 
or to enter into new financial relations with the 
States. The "per capita” payments were conti- 
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■nued provisionally up to 1927, when they were 
abolished as from June 30, 1927. 

By the institution of the Federation, the 
several Australian States had to trllnsfer to the 
Commonwealth their own revenues from Customs 
and the Post Office. For this sacrifice they were 
compensated, partly by the Commonwealth tak- 
ing over the expenditure on Trade, Customs, the 
Post Office and Defence; and partly by the direct 
payment of the Commonwealth subsidy to the 
States on a population basis. This arrangement 
however, though it lasted for a considerable 
period, had its own defects and complications. 
Almost every year since the War, the Premiers ' 
conference came to a deadlock because of the 
difficulty of raising and allocating the respective 
revenues of the States and the Commonwealth. 
At last, in 1927, the Commonwealth Parliament 
passed an Act, repealing the per capita pa5nment 
to the States under the Act of 1910, and offering 
to pay the States on a poijulation basis of any 
surplus revenues in the hands of the Common- 
wealth Treasurer on .June 30, 1928, and of each 
year ther^fter. For 1927-8, the payments under 
the Act of 1910 would be continued, Bv agree- 
ment between the States and the Commonwealth, 
economies have been effected in the tax -collecting 
machinery, as the same set of officers collect 
both the State and the Commonwealth Taxes 
in each state. The Commonwealth also offered, 

the states of their heavy 
load of indebtedness, agreeing to pay the intact 
on these debts from the Commonwealth funds, 
and also to make adequate provision by way of 
sinking fund. All material points at issue were 
finally settled by agreement at a conference of 
Premiers m June-July 1927, which provided : — 



The Commonwealth takes over, from July t,, 
1028, aU state debts existing on June 30, 1927,. 
and contributes £ 7,584, 912 a year for 58 years 
towards interest charges on the same. 

The Commonwealth contributes 2s. 6. per' 
cent., per year, towards a sinking fund tO' 
relinquish existing debts in 58 years. 

The Commonwealth contributes 5s. per cent.- 
peryear, towards a sinking fund to relinquish all 
future State debts raised after ist July, 1927, 
within 53 years. 

' The Commonwealth shall arrange all future 
borrowing on behalf of the Commonwealth and. 
the States, according to the decisions of the Loan 
Council, which shall be composed of representa- 
tives of the Commonwealth and all the State 
Governments. 

The Commonwealth in full payment of 
transferred properties, shall talce over State 
debts,bearing interest at 5 per cent, to the value 
of -^11,036.000. 

Steps are now being td^en to have the agree- 
ment ratified by the Commonwealth and State 
Parliaments. 

A temporary agreement embodying the 
above features is to be made between the Com- 
monwealth and States for the period ist July,. 
1927, to 30th June, 1929, 

The subjoined table gives an idea of the 
States (consolidated) Revenue and Expenditure' 
in Australia. (1925-26.) 



33 


REVENUE. 


EXPENDITURE. 


Taxation 
PubHe Works 
and Services. . 
I^aixcL • . . . 

Subsidy 

Miscellaneous . . 


Total . . 


PubHc Debt 


•• • 


23,452,704 Railways and Tram- 


57,285,057 

4,929,259 

7,624,099 

8,127,134 


ways 

Justice, Police and 
Prisons 
Education 
Medical and Chari- 


ties 


Miscellaneous 


I 

28,191,145 

39,176,752 

4,713,986 

0,578,326 

5,210,327 

16,724,300 


101,418,247 


Total 


.. 103,594,836 


The State taxes, it may be added, include 
Probate and Succession Duties, Land Revenue 
and Income Tax, License Duties, Stamp Duties 
ond MisceUanes. 

■" OfScial year Book Commonwealth of Australia pages 
998-999. 
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grouping and coinbination adopted above. 
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Prior to 1913-14, the expenditure of the 
provincial Government was entirely met by grants 
from the Federal Government; even as the Indian 
Provinces * before 1870 used to receive similar 
grants from the Government of India. Since 
then, various Financial Relations Acts have been 
passed by the Union Parliament, laying down the 
conditions under which subsidies are granted to 
the provinces, assigning ta them certain revenues, 
and defining their powers of provincial taxation. 
Under Act 46 of 1925, this subsidy is based on 
the number of school pupils; certain revenues 
collected by the Union are assigned to the 
Provinces, and special grants made to the two 
smaller provinces. The aggregate provincial 
revenues amount to over ■£ 10 million; and the 
sources of provincial taxation comprise License 
fees and local dues. 


Briefly, the changes in financial relations 
which have been effected as from ist April. 1925, 
are as follows : — 

(I) The annual subsidy to the Provinces is 
based on. the number of European 
pupils in average attendance at primary 
and secondary schools, the grants per 
head being; — Cape and Natal, £ 14; 
Transvaal, £ 16 7s. 6d.; Orange Free 
State, 5^ 15 8^s.; though in respect of the 
first 30,000 pupils in each provmce the 
grant is £ 16 7s. 6d, per head. 

There are other grants in respect of 
the various other educational activities 

% 

of the provinces, e.g., training . of tea- 
chers, native education, etc. 

A special additional subsidy of £ 75,000 
each is given to Natal and the Orange 
Free State* 
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(2) The general power of the Provinces, 
derived under Section 85 of the South 
Africa Act to impose direct^ taxation, 
which gave rise to a large number of test 
cases in the courts on the validity of 
taxing ordinances, has been withdrawn, 
and the sources from which alone they 
may raise revenue and legislate in regard 
thereto are set'' out in the following 
schedule : — 

{a) Hospital fees and fees received for such 
education as is within the jurisdiction of a 
Provincial Council. 

(6) Licenses required for dogs outside urban 
areas; licenses to take, catch, or kill ^me, 
fish or other animals, licenses to sell game ; 
licenses to pick or sell wild flowers. 

(c) Licenses to own or drive any motor vehicle, 

or other vehicle propelled by mechanical 
power. 

[d) Wheel tax or tax on vehicles, including motor 

and other mechanical vehicles. 

{e) Amusements or entertainment tax. 

(/) Auction dues. 

(g) Licensing of totalizators, racing and the im- 

position on the licenses of a duty in respect 
of the takings thereof ; 

(h) Taxes on persons other than companies, ittd 

on the incomes of persons other than isfin- 
panies subject to certain limits. 

(»■) A tax on companies other than mutual life 
msurance companies. 

{ j) Tax on the ownership of immovable property. 
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Licenses in respect of the importation for 
sale within the provinces of goods from 
beyond the borders of the Union, subject 
to a* tnaximum license duty of £310 in 
respect of any one importer in the Province 


concerned. 


9 

( 1 ) Receipts of a miscellaneous nature con- 
nected with matters entrusted to a Province. 


(3) The power to fix the license fees in 
respect of trades, professions, and 
occupations has been t^en over by the 
Union. The proceeds derived from this 
source will, however, be transferred to 
the Province, together with the proceeds 
of Transfer Dutj^ Liquor Licenses, 
and Native Pass Fees. 


(4) The power of the Natal Municipalities 
to impose certain trading licences has 
been taken away, and the grant in lieu 
to Natal, provided under the 1913' Act, 
l^s been abolished, as the revenue from 
licenses will accrue to the Province in 
the ordinary way under the arrangement 
set out in paragraph (3). 


DOMINION OF CANADA. 

Tn the Dominion of Canada, where also the 
powers of the constituent provinces are in- 
conadeiable, the Budget is as foUows 
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REVENUE. 1926-27. 


Customs 
Excise 


141,968,678 


Mines and Geological 
Survey 
Indians . . 


Public Works includ- 
ing Canals . . 1,501,635 


48,513,160jGovernment 


Post Office 


of 


North West '^©rri. 
tories 


29,069,169 Government of Yii' 


War Tax Revenue . . 156,167,434 
Various .. -• 21,475,700 


Total .. 398,695,776 


2,965,200 


EXPENDITURE. 1928. 

Public Debt includ- 9 
ing Sinking Funds 131,597,811 
Charges of Manage- 
ment 

Civil Government . . 
Administration of 
Justice 

Royal Canadian 
Mounted Police . . 
Penitentiaries 

Legislation 

Agriculture . - 
Health 

Immigration and Co- 
lonisaioT.' 

Pensions 
Superannuation 
National Defence . - 
Railways and Canals 
chargeable to in- 
come 

Mail subsidies and 
steam ship sub- 
ventions • . 

Ocean and River Ser- 
vice 

Lighthouse and 
Coast Service 
Scientific Institu- 
tions 

Steamboat Inspec- 
tion 

Fisheries 

Subsidies to Pro- 
vinces 


kon Territory 
Public Printing and 
Stationery . 

Dominion Lands and 
Parks 
Soldier’s Land Settle- 
ment . . , • • 

Soldiers’ Civil Re- 
Establishment . . 
iMiscellaneous 


604,400 

3,981,674 


415.000 

180.000 
183,500 

4,080,022 

3,376,000 


. . 7,180,600 

.. 2,697,292 

917, 050',National Revenue .. 11,208,201 
ll,827,027jRailways and Canals 

chargeable to col- 
lection of revenue 
Public Works — 

2,049,333j chargeable to col- 
1,762,9621 lection of revenue 
2,352,106public Worka— 

6,440,500| chargeable to in- 
784,800: come 

;PoBt Office . . 

3,080 ,OOOiTrade and Commerce 
38,37 7 ,262 Labour 

1,471,600| 

15,914,4 62jTotal Consolidated 

Fund . . . . 330,647,025 


2,403,487 


1,063,830 


13,562,878 

31,849,069 

3,904,260 

1,404,000 


1,030,198 Railways and Canals 

Capital ♦ • . • 19,680,608 

Public Works— Ca- 
pital . . . . 2,090,000 

Marine Department 1,721,780 




804,676 

3,541,840 

2,878,120 

996,570 

134,610 

1,676,000 

12,616,740 




Total Capital . . ' 28|^ t,388 
Total . . 354,039,413 


Adjustment of War 
Claims 


♦ • 


220,000 


Geahi) Total , . 364,269,413 



4o 


Provincial {Ordinary) Bevenues and Expenditnres, 


Province. 


Revenue. Expenditure* 


Alberta 

. . 11,912,128 

11,894,328 

British Coluinbia . , 

.. 20,608,672 

18,230,625 

Mamtoba . . 

. . 10.582,537 

10,431,652 

New Brimswick 

. . 4,206,853 

4,078,775 

Nova Scotia 

4,467,484 

6,969,544 

Ontario 

. . 50,841,043 

51,251,781 

Quebec * , 

. . 27,206,335 

26,401,481 

Prince Edward Island 

832,551 

736,114 

Saskatchewan 

% 

. . 13,317,398 

13,212,483 

Total 

. . 143,975,001 

142,2k,783 


At the interprovincial conferences, which 
took place prior to confederation, it was decided 
that the new Dominion Government, was to take 
over permanently, as its chief source of revenue, 
the Customs and Excise duties that had yielded the 
greater part of the revenues of the separate pro- 
vinces. Direct taxation was as unpopular in British 
North America as in any other new countries. 
The Dominion, also, was to assume the provincial 
debts, and to provide out of Dominion Revenues 
definite cash subsidies for the support of the 
Provincial Governments. On the coming into 
existence of the Dominion, a Consolidated Fund 
account was created for the Federation, and the 
British Government surrendered all rights to the 
hereditory or casual revenues of the Crown in 
Canada. 


Provincial Governments in Canada are in the 
position of having, under section ii8 of the 
Briti^ North America Act, 1867, (30 and 31 Vicfc^ , ^ 

the British North America Act, 1907 
t7]^w. VIT, c. ii), a cohsiderable assured inCoifie ‘ 
laM to th«n in* subsidies ' from the Dominion 
Treasury. In addition, through their retention of 
ownership of their lands, minerals and other 
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natural resources, the provinces, which, by the 
voluntaty action of their previously existing 
governments, entered the Confederation,^ raise con- 
siderable revenues through land sates, timber, 
mining royalties, leases of water-powers, etc. 
while the prairie provinces receive from the 
Dominion special grants in lieu of land revenues. 

Further, under section 92 of the British 
North America Act, 1S67, Provincial Legislatures 
are given authority to impose direct taxation 
within the province for provincial purposes, and 
to borrow money on the sole credit of the pro- 
vince. While the liasser faire school of political 
thought was predominant throughout the countr3% 
provincial receipts and expenditures were gener- 
ally very inoderate. From the commencement of 
the twentieth century, however, the Canadian 
Public, more especially in Ontario and the West, 
began to demand increased services from the 
Government, particularly along the lines of edu- 
cation, sanitation, public ownership and opera- 
tion of public utilities. The performance of 
these functions necessitated increased revenues, 
which had in the main to be raised by taxation. 
Among the chief methods of taxation to be em- 
ployed have been the taxation of corporations and 
succession duties, the latter showing a considera- 
bly increased yield even within the comparatively 
short period of five years from 1916 to 1920. 
Prominent among the objects of increased expen- 
diture in this same period are education, public 
buildings, _ public works and enterprise and chari-. 
ties, hospitals and correction houses. Provincial 
Government is cheaper per head in the laiss&t^ 
faire eastern provinces; but this is not to be taken 
as evidence that the larger services rendered to 
the public in the western provinces are not worth 
what is being paid for them. 
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IV. Guiding Principles of Federal Finance 
deduced. 

To this somewhat lengthy review of the actu- 
al conditional of federal finance in the most con- 
siderable federations of the world, yve might add 
the ^example of the United Socialist Sovietique 
Republic of Russia in the East, and of Brazil in 
the West. But they all serve to bring out and 
confirm the following Principles. 


In all federations reviewed so far, there is a 
clear attempt to divide the financial resources and 
obligations so as to correspond to the ^vision of 
the powers and functions of government, as 
between the central federal government and the 
constituent states’ governments. Every effort is 
made to make the two correspond, so as to make 
^ch unit of the federation, as well as the federation 
itself, as nearly as may be, self-sufficient. In 
practice, however, the division is seldom perfect 
hi any federation, so as to make the resources and 
obligations in each instance absolutely exclusive. 
Lmks have had to be devised, therefore, which, 
without violating the basic principle of federal 
government, would nevertheless secure adequate 
and just resources to each of the constituent parts 
of a federal state. The general principle followed 
in making these links is to secure in each case 
wliat belongs naturally to that unit: i.e, concerns 
which are of an obviously national character, or 
which bear upon more than one constituent of 
the federation, are entrusted to the federal author- 
ity,. with, of course, the incidental advantages and 
obhgations resulting therefrom; while concerns 
Which are of purely local character, Cofiftiied to 
a state in each instance, are left generally to these 
constituent states or provinces. Inpractice, however, 
it is often found that there are verv few national 
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concerns which have not an Intimate local bearing, 
and vice versa. Modem Hfe interacts at innumer- 
able points, not only in the limited area of a 
federation, however vast in size, •b'fit also as 
between the several nations of the civilised world. 
Hence the links between the federal and state 
functions and resources have a double significance. 
Tt may be, indeed, that in the course of time, and 
with the development of new forces or tendencies 
not contemplated at the time the federation was first 
instituted, the very fotmdations of the federation 
are imperceptibly altered; and that the driving 
impulse of the entire federation is changed. Tf 
and where such a silent, unnoticed revolution 
occurs, the original distribution of authority and 
obligations will also have to be modified in accord- 
ance. And so we come to the following general 
principles, if the term be permitted, deduced from 
a study of the existing cases of federal finance in 
practice, which may well provide the basis of our 
study in the subsequent Lectures: — 


(i) Federations are, in their nature, the 
creation of an urge to safeguard, among cognate 
peoples m close neighbourhood of one another, 
the political and material interests of the nation 
thus brought into existence. The powers and 
resources placed at the disposal of this new 
compormd or federal State vary with the degree 
b# -this urge to unite— according to the nature 
and ^ent of the danger against which it fe 
sought to provide by means of the Union, or 
according to the nature of the community 
ideals sought to be achieved. Whenever the 
Federal State is the result of a voluntary comf)act 
between the constituent states for the purpose, of 
better mutual defence, — ^as is but too often the case — 
inese powers and resources are entrusted to the 



44 




Union or Federal Government at the expense of its 
constituents. This factor alone must be held to 
explain the variation in the exact shade of strength 
vesting in* ttie several federations, the federation 
being made much stronger when the danger to be 
guarded against, or the interest to be promoted, 
was very considerable. In the eighteenth and 
the early nineteenth centuries, the main motive 
power was pohtical— generally the dread of ambi- 
tious neighbours across the frontiers of the indi- 
vidually weak states, as in the case of the revolt- 
ed colonies of Britain in America, or the uniting 
states of ancient Germany. 

(2) Economic considerations of national 
development have, however, been exerting an 
ever increasing pull in the last half century and 
more; so that the federal organisation of a later 
period have been framed with a view to assure 
sufficient power and resources n the uniting states 
to effect the end in view. For this reason, almost 
invariably the Customs revenue has been left in all 
federations to the central, federal authority, as in 
fact, also all other indirect texation. The motive for 
this arrangement may have been the dread of the 
combining states to entrust too great and too 
direct an authority over their own citizens to the 
new State — ^their own creation. In aU democracies, 
direct taxation is considered the instrument far 
excellence of making the people take a keen in- 
terest in the affairs of the State. Federations 
may be democratic in constitution; but if the 
citizens of the federation are forced to take in the 
federation an interest which is con.sidered to be 
prunarily the due of their own particular state of 
birth Or domicile, the latter may justly feel ag-r 
lieved'. Hence the ea,rlier or inofe orthodox 
federations, — ld<e theUhited States, Switzerland, or 
the German Confederation, not to say India,— 
avoided rigorously the entrusting of direct taxation 



45 


to the federal government. The course of his- 
tory has compelled these old federations, in their 
present day form, to modify considerably the 
original ideal of avoiding all direct tajjation in the 
hands of the Union government; but that does 
not belie the fact of the limitation once upon a 
time. On the other hand, Customs and Excise 
revenue, being indirect fixation, are not perceived 
to be the burdens they are by the citizens; and 
hence the universal vogue of leaving these, or at 
least the Customs revenue, to be exclusively 
a source of federal income. 

t 

(3) The vicissitudes of history and the 
consequent changes in public opinion have 
wrought another change in this particular in- 
stance, which is all the more surprising because 
nobody seems to have yet noticed it in all its 
intensity. The Customs Revenue was originally 
entrusted to the Federal authority, in order to 
enable the latter to have a sub.stantial source of 
its own income. Since the latter half of the 
nineteenth century, however, the main purpose of 
the Customs duties in the leading federations 
seems not so much to raise an adequate revenue 
for the federal Government; but rather by its means 
to accomplish an intensive industrial development 
of the country, without which the country would 
be a helpless prey to its foreign competitors. 
Rates of the customs tariff have ;faccordingly, 
been so altered and raised as, to bring me 
utmost revenue to the State, but rather to render 
the most effective protection to the country's indus- 
try. It may be that the industrial conditions of the 
several constituent states of a federation might be 
such as to be in permanent antagonism mutuaUv. 
But in that case the power to manipulated 
customs revenue, so as to afford the most effective 
protection to particular industries, may cause tike 

«■ 'j iitfc r 
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ftcutcst psrty divisions a-niong^ the politicians, 
putting one state against another in the federation. 
That hitherto the financial history of the leading, 
federations Ifas not disclosed any such irreconcilable 
cleavage of interests among the constituent mem- 
bers of these countries, is evidence, not of there 
being no such difficulty in reality; but ratiier of 
the immense leeway to be covered by this meaiis, 
which would trench upon no absolutely irreconcil- 
able interests, if only the Customs tariff were 
scientific^y devised. The instance of the Civil 
War in the United States of America in the sixties 
of the last century needs only to be mentioned 
to show the possibility of the lengths to which 
difference in economic interests may force the 
members of a federation to go. Moreover, 
the earhest framers of federal constitutions seem 
to have been inspired with prophetic insight. 
EverjAvhere they have forbidden the use of export 
duties, or hedged round this very exceptional 
means of natioi^ development with every possible 
precaution. Conditions may be imagined, as they 
actually are in our own country, tmder which 
scientific tariff -making of a protective character, 
even in r^ard to exports, may have the greatest 
possibihty from the standpoint of national develop - 
mrait. In such cases, too rigid or too numerous 
precautions cannot be adopted against the possi- 
bility of internecine jealousy pla57ing havoc with 
either the deydopment of the country or even 
itsint^rity. ' 

(4) Customs revenue, however, even when it 
w^ incr«Lsingly given a protectionist complexion, 
did not cease to be productive at the same time, 
la the most rigidly protectionist .- countries, . the 
®^oms.revaaue is yet a mc^t handsome source of 
tite federal Mvenue, It is supplemented in many 
cases by Excise Unties on borne products, either 
for purely revenue reasons, or even for reasons of 
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a social nature. In either case, the federal autho- 
rity is generally considered to be the most compet - 
ent to achieve the end in view, ever;,' if it be 
not left exclusively in charge of* the Excise 
Revenue. 

(5) Where, however, either Customs or 
Excise Revenue is, for whatever reasons, 
a decadent source, the problem of federal finance 
becomes very much complicated. Fees and fines and 
forfeitures — even in so far as they are left in charge 
of the ■ central authority — are never an adequate 
substitute to the federal government for either of 
these sources. And if the urge of national develop- 
ment and more active or positive Social Reform 
remains strong and persistent as ever, alternatives 
would have to be devised, or amendments made, 
which may offend against the pure theory of 
federal financing; but which become indispensable 
the moment the traditional sources of federal 
revenue give way. Hence the incursion into 
direct taxation of income and property, by way of 
stamp duties and estate duties of all kinds on 
account of the federation, which seems to be a 
growing feature of our age. 

(6) Such encroachments of the central 
federal governments upon what were once consi- 
dered to be the exclusive preserves of the con- 
stituent state or provincial governments, have 
rendered necessary those schemes of Federal Sub- 

to the States, which are also becoming a 
cte^eiistic , feature of our age. In aU the 
British dominions, in trermany and Switzerland, 
the Federation partially support the State finances 
by m^ns of such subsidies, so calculated as to be 
sufficient to enable the States to discharge the 
functions laid upon them by the constitution, or 
other laws and conventions. History been 
reversed in this case. Whether the present trend 
wni end in so complete a centralisation as to 
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convert the federation into a unitary state, it would 
perhaps be too much to prophesy at this moment. 
But the fact remains, and must be recorded as the 
unmistahabte sign of our times — ^that the pristine 
importance of the States is losing ground . vis-a-vis 
the federation. And though the autonomy of the 
States is still prized and preserved in outward 
forms, the tendency unmistakably is to subordinate 
the States to the Federation of which they form 
part. 

(7) Two unexpected — ^and rather intricate — 
consequences of this development may also be 
noted in this connection. While the Federal 
powers of levying direct taxation are growing, the 
States have not yet surrendered aU their original 
rights in this regard. Tf the United States 
Government levy, since 1913, direct taxes on 
income, — ^the States likewise use the General 
Property Tax, and supplement it by a number of 
other similar taxes. Elsewhere, the subsidy 
paid by the Federation to its constituent states is 
in intent and purpose, — if not also by express 
convention, — in return or as a compensation for 
the sacrifice by the States of their right to levy 
direct taxes on their own citizens. Convenience 
m administration and consolidation in tax receipts 
in this age of vast, nation-wide branches of some 
of the most important business concerns may 
demand the centralisation of these taxes in 
federal hands. But that does not mean that the 
States abdicate their authority altogether. There 
thus comes into existence a margin of debatable 
groimd, where both the federal and the state 
authorities may be simultaneously taxing the same 
inconie or property. The problem of avoiding 
Double Taxation has assumed; in recent years, 
international dimensions, and world-importance ; 
but, quite apart from that, the conditions in 
almost every federation are sufficiently piquant to 
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lend this problem in their case an importance all 
its own. Agreements have been made, and laws 
passed, to prevent inter-statal conflict/* from this 
cause ; and it may even be ventured that the 
problem — whether viewed ethically, economically, 
■or politically — is not beyond human wit to 


solve. 


(8) Apart from questions of taxation and 
tax -receipts, the problem of federal .finance has to 
consider another complication in the shape of the 
revenues from public property and enterprise. 
Public Property, in the shape of the landed 
domain, is, in all new countries, a common revenue- 
yielding asset, but usually in the hands of the 
constituent states. Revenue is raised from land 
in a variety of ways-from the ordinary taxation of 
land and its produce or the taxation of the pro- 
perty on its passage from the dead to the living, 
to the sales outright of vast blocks of virgin soil. 
Land held and tilled in common is, however, 
rare in _ new as well as old countries, except 
perhaps in Russia. The State ownership of land 
is thus effective in theory only — used only for 
purposes of levying high Death Duties or land 
Value Increment taxes. Forest domain, similarly, 
is as a nile within the jurisdiction of the constitu- 
ent states. But the immense possibilities of this 
item for productive purposes have yet hardly 
been realised in even the most advanced countries, 
with the possible exception of Germany, On the 
other hand, cc^stal and deep sea fisheries are a 
reserved subject for the fedeml government; 
though the subjert is used rather for taxation than 
as a kind of public enterprise for earning a profit 
or a surplus for the State. Means of transporta- 
tion and communication — ^Railways and Tram- 
ways, canals and navigable rivers, posts, tele- 
graphs and telephones — ^also form largely part of 
the public enterprise, mostly federal in the 
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larger items which have necessarily a national and 
an interprovincial scope. The ideas, however, 
which govern the revenue from such sources are 
so varied and conflicting that we can hardly say 
that they are invariably earning assets. Taken 
collectively, they are ; but taking each unit by 
itself, the service expected from such units is so 
considerable, and is rendered so effectually, that 
the id^ of a pecuniary profit from its operatioa 
is entirely subordinated. The gain is indirect, 
though by no means insignificant ; and both the 
constituent states and the federation, in each case 
benefit. Exclusive jurisdiction of the Federation,, 
in siich matters as the Railways, is not the rule, 
even in the older countries; not only because cons- 
tituent States may have vested interests already 
established in regard to their local railways or 
tramways; but because the local units may, by 
means of cheap and rapid transportation, develop 
their territory far more effectively than the federa- 
tion, necessarily intent on the trunk lines of 
ihxough traffic in large bulk, can. The states of 
ih^ Australian Commonwealth are the most con- 
siderable examples of substantial interest in such 
enterprise by the constituent states deriving a 
heavy revenue, Shipping and ship-building, if and 
where a public enterprise, is a federal subject, 
except in the case of small local ferries. 

(9) Public enterprise, — ^industrial, agricultural, 
or commercial, — ^has yet to be properly appreciated 
as a means of procuring a real surplus of wealth 
for the State. Writers on public finance have not 
yet quite realised the true nature of a tax — direct or 
indirect, personal or real . It is necessarily a de- 
duction from private wealth, confiscated for public 
-benefit, Without challenging the ethics of the 
arrangement, we may yet question its soundness 
on the score of economics. There are innumer- 
able directions in which public enterprise can and 
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should be extended, where the service or commo- 
dity, whether paid for by a fee or a price, will be 
a direct gain to the community, — a. n^t/addition to 
the total wealth, whether or not it takes a tangible 
or monetary form. In fishing as in mining, in 
land as in industry, in banking as in transport, 
the existence of private interests makes the pro- 
blem of state enterprise complicated by the ques- 
tion of the modus operandi for socialisation; and 
the incidental question of the ways and means for 
a compensation, if any. 

For a federal Government, however, the ad- 
visability of resorting to profitable enterprise 
cannot be overemphasised. Not only in all federa- 
tions, as in all modem countries, is the scope of 
State activity very much enlarged, and the nature 
of its functions very much widened, involving, in 
consequence, ever expanding resources; but the 
incessant and inevitable bickering between the 
state and federal authorities in regard to problems 
of double or overlapping taxation, and the con- 
stant wrangle about the exclusive use of this or 
that source of public income, make it imperative 
that new sources of federal and state revenue be 
devised. These, to be satisfactory, even though not 
absolutely exclusive, must be sufficiently distinct 
and productive. And such sources which would 
at the same* time be found least burdensome to 
the citizens at large— will be found most effectively 
in an extension of the Public Domain— industrial 
agricultural and commercial. They would give 
to each component part of a federation adequate, 
mdependent, equitable, and economic sources of 
revenue, which would enable each such part to 
discharge its functions effectively. The dividing 
Ime between the State and the federal enter orise 
may be found in the not very difficult test 2 to 
whether or not a given enterprise is fixed and 
local m Its character, < 

fdfests, or whether it is 

* 


g. agricultural land, or 
necessarily interprovindai 
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or coterminous with the federation. The former 
must be assigned to the constituent states, the 
latter to th^ federation. While we cannot say 
that this principle will be an effectual, universal 
solvent, or that under it there would be no over- 
lapping margin, the administrative difficulty would 
be reduced to the minimum, if the principle is 
adopted universally of exempting from taxation 
any part of the public property or domain of any 
unit at the hands of another, federal or local. 


(lo) The distinctive mark of public finance 
is the relatively more decisive importance of the 
expenditure side as contrasted with the revenue. 
And yet we have hitherto dealt, at disproportion- 
ate length to aU appearance, with the revenue 
side of federal finance. The explanation lies in 
the fact that the very insislance on revenue is 
with a view to indicate the increasing force of 
growing expenditure, both of the constituent 
states and of the federation. We have already 
alluded to the widening scope and increasing com- 
plexity of state activily in modem communities. 
The old function of public defence, entrasted 
alniost univers^y to the federal government, is 
rapidly falling into the second class, in comparison 
with the new developmental duties laid on modem 
states by themselves. The monies needed for 
meeting with these obligations are seldom provided 
entirely by the current revenues. Recourse, has, 
therefore, to be had to borrowing ; and the inter- 
est payment on these loans, together with provision 
by way of sinking fund, make np inconsiderable 
proportion of the expenditure of modem federal 
■states. The monies thus needed are the dictating 
factor in the federal search for ever expanding 
revenues; and hence our emphasis on the latter. 
The ordinary administration, it need hardly be 
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mentioned, is affected by this changing concep- 
tion of the nature and functions of the state, and 
the expenditure thereon grows in proportion, both 
in the central Government of the fedcrSition, and 
in the States. 

(ii.) It may also be added, in this connection, 
that not all the monies obtained from borrowing 
are spent on productive objects, which provide, 
tiltimately at least, _ for their own redemption. 
SocM Service or social reform activities on a very 
considerable and steadily increasing scale are gene- 
rally met from tax-revenues, as the return from 
these services to the state or the community is in 
a form impossible to compute in terms of money. 
Both the Federation and the several states have 
such services assigned to them, under the constitu- 
tion, or by special convention. And, though here, 
too, there is no exclusive division of functions as 
between the States and the Federation, the line of 
division is much clearer and more firmly marked 
than in the case of the revenues. The Federation 
either does not discharge any of these functions 
itself ; or its role is confined to prescribing general 
standards, providing funds, and, perhaps, working 
regulations. Education in the earlier stages ; local 
sanitation ; public health ; relief of destitution — 
these are among the most considerable of these 
purely local functions ; while social and industrial 
msurance, old age pensions, unemployment benefit, 
general maintenance of law and order,— belong 
as a rule to the federal government. Further ex- 
^flsion when accomplished — is distributed sus 
between the component states and the Federation, 
according to the nature of the service, the require- 
ments of its main beneficiaries, and the prevailing 

lorce of the centrifugal or centripetal tendencies 
as the case may be. 

Allusion has been made already to the occasion 
lor and the use of public borrowing for the dis- 
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charge of those functions which cannot be covered 
hy the recurrent revenues. The power to borrow 
raonies on^the security of the general credit of the 
State, or, in rare cases, of any specific _ assets, is 
too precious a mark of autonomy to be “relinquished 
easily, even when independent states voluntarily 
combine to form a federation. In all federations, 
therefore, which are the cr^itions of a special pact, 
the use of the public credit belongs to the constitu- 
CTit states as well as to the federal government, — 
at least in theory. In practice,- however, the fact 
that the slates borrow in the same money market 
as +he federation, — ^and often for objects much less 
productive than those for which the Federation 
has to borrow, — militates gravely against the con- 
stituents of the federation, and even at times against 
the federation itself. While, therefore, the power 
to borrow and to pledge any specific assets at the 
disposal of these states is allowed to rest with the 
states in theory, in practice arrangements have been 
made, in more than one federation, for the public 


m 


Future 

may be ’made by the states ; but more 

at the instance of the federation, acting for itself 
as as its constituent states. In India^ whose 
^fpenence I have so far sedulously avoided in 
quoting, the power to borrow in the open market 
Has b^n conceded to the provinces under the 
Constitutional Reforms of 1920." But, with one 
or two exceptions, the power has not been used. 
Arrangements have since been made, which permit 
the Government of India to borrow for the entire 
country, the proceeds of fte loans in any year being 
tii® distnbuted by that authority among -the 
daimants according to their needs^- ;^The 
F«wiiKes, of course, bear each their own debt, 
and n^e provhi^n for interest and sinking fund 
<ai the same. This analogy is, in practice, adopted 
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it appears, in all the British Dominions federations ; 
and though the European and American models — 
the United States, Germany, Switzerland — show a 
continuance in practice of the orthodq?i> theory of 
federal finance in this behalf, it will not be too much 
to assert that the tendency in the immediate fu- 
ture, at least in practice, would be to approximate 
to the Indian model. Constituent states and pro- 
vinces are likely, in the near future, to have less and 
less of those productive enterprises, and therefore 
of material assets, the gain from which would be 
measured in terms of money ; and so to have less 
and less of the wherewithal to borrow, the more 
so as, besides the overwhelming might of the fe- 
deration, they — ^the constituent states — ^are bound 
to be faced by no insignificant competition from the 
municipalities and other purely local governing 
bodies within their own jurisdiction.* 

(12) Connected, by amlogy as weU as on 
account of some recent practice, with the foregoing, 
is the question of the federal currency, and of the 
monetary system in general. Coinage and Cur- 
rency are, with the possible exception of Switzer- 
land, a federal subject, including the necessary 
control over Banking. The connection between 
the control and manipulation of the currency or 
the monetary system in a modem state, and over 
the general credit within that state, need not be 
elaborated here. Suffice it to note that, though the 
control of the mint and the coinage, of the banks 
of issue and the paper currency in general, is 
assigned in modem states to the central governing 

w n 111 IW|I H I 

* This additional complication of the rights and duties 
of local governing bodies, as against the States or provinces 
and the Federation — I have deliberately ignored, “while 
discussing the revenues and expenditures of the States and 
their federations, not because the complication does not 
^xist, but because it would have created a factor, “\\hich, if 
disregarded, would not essentially affect the main argument* 
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authority, originally for reasons of commercial con- 
venience arising out of the uniformity of these 
standards of value, the function can be and has been 
utilised to^ secure the most rigid control of the 
entire credit system within the country, and so to 
have substantial influence over the whole fabric 
of the national economy. When the use of this 
control and influence is equitable as between the 
several states, or the various economic interests, 
no objection can be taken to the arrangement,, 
which is calculated, certainly, to yield the utmost 
benefit at the lowest expenditure. Cases, however, 
do occur, — and more can be imagined, — ^in which 
the central authority might justly be suspected of 
inequitable dealings through its control over the 
currency and the credit systems of the community. 
The case of India, as we shall see more fully below, 
provides an example, whose significance must not 
be lost sight of. The remedy lies not in a decen- 
tralisation of this most important as well as most 
historic function of the state; it is rather to be found 
in such legislation, regulation, or convention, for 
the exercise of this power, as would ensure an au- 
tomatically adequate as well as eciuitable distribn- 
tidti among the several components of, and interests 
in, a federation. 

(13.) A word in conclusion about the general 
supervision of the financial administration in the 
federal state, and the audit of its several sets of 
public accounts. Federations being as a nde 
democratic structures, with well-ordained bodies 
of popular representatives placed in charge of- the 
general supervision over the financial as over any 
other department of administration, we need not 
dwell at length upon the budgetary forms and 
procedure. They are intended to inculcate econo- 
my and enforce responsibility upon those who are 
charged with the actual administration of the fin- 
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ances of the country. But the fact must be noted 
that the mere volume of the work commonly 
coming before the representative leplatures of 
modem federations prevents it exercising its powers 
of effective supervision over administration^ in 
details, even with the fullest use of the mechanism 
of special or standing committees of the Legisla- 
ture set up expressly for the purpose. And this 
quite apart from the fact that the persoimel of such 
committees, — ^not to say of the entire legislature — 
is seldom such as to provide the knowledge, energy, 
and acumen necessary for the effectual exercise of 
this power. In the case of the individual states, 
the volume of the work before the legislature is 
limited ; but whether because of the better talents- 
of aU the provinces being attracted by the more 
extensive scope of the federal legislature, or for any 
other reason, the fact remains tMt in many cases 
the supervision over the financial administration 
of the constituent states is only nominal. The 
power of the Legislature, however, cannot and 
must not be taken away. But, in the best interests 
of public economy, it would perhaps not be unwise 
to have an independent audit of the public accormts 
in each state, over and above the audit arr^gements 
of the state itself. This is not to diminish in any 
way the inherent and indispensable right of each 
autonomous unit to control and supendse its own 
expenditure. The outside audit, — ^preferably by 
federal officers, and tuider a common code of audit 
regulations — ^would not only provide a valuable 
impartial check by a competent body ; it will secure 
that tallying of the outlays made with the benefit 
gained or service received, which generahy escapes 
the eye of the local or departmental auditor. The 
purpose of the audit of public accoxmts needs yet 
to be adequately defined and rmderstood. It con- 
sists not merely in the check of the actual figur^; 
nor even in a rigorous tally of the legal authority 
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for each item of expenditure. It lies rather in a 
careful adjustment between outlay and benefit in 
the public service, which is now so rarely under- 
stood by public auditors, and so seldom accom- 
plished. Once understood, however, and given 
its proper limitations, the system of outside or 
independent federal audit cannot but commend 
itself to the several constituent parts of a federa 
government, especially with a democratic regime. 


SUMMARY OF LECTURE I. 

I have now reviewed the evolution and the 
present practice in respect of federal finance, in- 
cluding -what I consider to be its main characteris- 
tics and basic features. Let me, for the sake o 
-convenience, even though at the cost of 
some repetition, sum up the mam points in this 
Lecture : — 

(«) In all federations the functions and duties of 
the state are divided between the central 
» federal government, and its constituents, the 
’ ■ several state governments. The alignmait of 
the actual division difiers, proceeding accord- 
ing to specific circumstances, — -historical and 
others, — of each case. 

(b) In consequence of the division of the powers 
and duties of the state, the resources and 
obligations in respect of finance have also to 
be divided. The division or distribution, to 
be satisfactory, must assign to ' each unit in 
the^ federation resources adequate to the obli- 
gations laid upon it. 

- 1 ' ' . , 

_ • 

fe) The distribution of financial resources and 
obligations has seldom been absolutely -exclu- 
sive. There is almost always a certain over- 
lapping area j and the course of history has 
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often enforced the creation of additional area 
of this kind. These Imks, however^ must be 
such, in their nature and working, as not to 
subvert entirely the very basis of l^eral orga- 
nisation. 

{d) Tn general, the obligations laid on the federal 
authority embrace the task of national defence, 
and the maintenance of national credit. Provi- 
sion of productive pubhc works or utilities, 
with the incidental profits or liabilities from 
the same, in regard to the truly national re- 
quirements, is being increasingly undertaken 
by the state nowadays; and in federations the 
caitral authority assumes responsibility in this 
behalf. The local or state governments gener- 
ally look to the ordinary administration of the 
state, together with such items of local develop- 

: ment and enterprise, as, ht the scheme of the 

federal constitution, may be left to them. In 
proportion as the stete governments have the 
right to utilise their pubhc credit, they have 
also the responsibhity of the maintenance 
thereof. Schemes of social reform — such as 
industrial insurance — are often provided for 
by the states with help, if need be, from the 
federation. 

(e) In regard to resources, as a rule, all income 
from indhect taxation, — Customs and Excise, 
— is generally left to the central government ; 
while, in theory at least, aU income from 

. direct taxation is or should be left to the state 
governments. This may not suffice for the 
actual and growing requirements of either, 
and hence the modification at innumerable 
points and in a variety of ways of the original 
conception of federal financial arrangements. 
Subsidies from the federal government to the 
constituent states governments are nowadays 
of increasing occurrence, though, in pomt of 



history, the reverse process of contributions 
from the constituent states to the federation 
has been much more common. Taxation of 
one and* the same kind by the state as well as 
the central authority is undesirable, though 
often unavoidable. 

-(jg.*Revenue from public enterprise, whether as 
supplement or as a substitute for tax-., 
income, has infinite possibilities, and deserves 
to be particularly emphasised in respect of 
federations. This revenue makes no deduc- 
tion from the private wealth of the individual 
citizen, as all taxes do. On the contrary, it 
is the result of a net addition: to the wealth 
of the community, taken in the aggregate; 
and, as such, deserves the utmost cultivation 
wherever there is the slightest reason to 
apprehend overlapping taX-revenues, and the 
consequent internecine jealousies. 

(g) The use of public credit, with the incidental 
obligations of such use, may be distributed 
■ in federations. But reasons of administrative 
■■ efficiency have often compelled federal states 
" to make conventions among their constituents 
to arrange for a common use of the public 
credit. In aU poorer communities, — ^parti- 
cularly those in chronic need of capita for 
productive purposes, — ^the practice has marked 
advantages. 

iji) The function of regulating the monetary and 
the currency systems of the community is 
centralised, on condition, however, that the 
administration of this function m practice is 
for the common benefit; involves no unfair or 
. inequitable discrimination as between the 
several constituents of the federation ; and 
thafiany pecuniary gain from the exercise of 
this function is either equitably distributed 
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among the constituents, or employed by the 
federation so as to promote the common good. 

\i) The mechanism of revenue ct)llection, if 
consolidated wherever possible, adds to the 
efficiency in collection and economy in cost, 
without prejudicing in any way the funda- 
mental rights of the several constituents 
federation. 

(j) To secure economy as well as efficiency in finan- 
cial administration, it is of the utmost import- 
ance to have an independent audit system, 
scrutinising the public accounts of all the 
constituents of the federation, and making an 
exhaustive, independent report to the authority 
finally responsible under the constitution for 
the financial adminis tration of the federation 
and its constituents. The nature and purpose 
of this audit, and the mechanism of con- 
ducting it, need to be carefully defined, "so as 
to secure the utmost economy. 



• . LECTURE 11. 

Evolution of Financial Federalism in India. 

“ Un regime federal, pins on tttoms 6troit, sera 
g&i4raleliient adopts dansTavenir^parce que c’est le seul 
mayen d’assnrer Funion des races,et pins tard de Fespice^ 
Sans briser les diversit^s locales, et asservir Ijcs homines a 
nne 6tonffante nniformit^. 

(Laveleye : Le Gonvemement dans la Dem ceratie) 

“Where the conditions exist for the formation of 
efficient and durable federal unions, the multiplication 
of them is always a benefit to the world.” (J. S. Mill). 

“ A Federation is made, not born ” Marriot., p. 409* 

“ Our conception of the eventual future of India is a 
sisterhood of States, self-governing in all matters of 
purely local or provincial interest, in some cases corres- 
ponding to existing provinces, in others perhaps modified 
in area according to the character and economic interests 
of their people. Over this congeries of States would 
preside a Central Government, increasingly representa- 
tive of and responsible to the people of all of -them ; 
dealing with matters, both internal and external, of 
common interest to the whole of India : acting as arbiter 
in inter-state relations, and representing the interests 
of all India on equal terms with the self-governing units 
of the British Empire. In this picture there is a place 
also for the Native States ” (para . ^49, Montford Keport 
on Indian Oonstituiioncd Beforms), 

“ Looking ahead to the future, we can picture India 
to ourselves only as representing the external semblance 
of some form of federation. The provinces will ulti- 
mately become self-governing units, held together by 
the Central Government, which will deal solely with 
matters of common concern to all of them. But the 
matters common to the British provinces are also to a 
great extent those in which the Native States are inter- 
ested, — defence, tarnfs, exchange, opium, salt, railways 

posts and telegraphs. The gradual concentration 
4^ the Government of India upon such matters will, 
^erefore, make it easier for the States, while retaining 
&e autonomy which they cherish in internal matters^ 
to ^ter into doser association with the Central Govern- 
ment if they wMi to do so.” {Ibid. para. 300). 
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The goal of India's national development may 
safely be taken, on these authorities, to be a federal 
organisation. In this each componeni^art must 
be an equal of all the rest, self-reliant and self- 
sufficient in all its own immediate local problems, 
and equal partner in all that concerns the common 
weal. All committees and authorities, now or m 
future set to investigate the problem of fitting tne 
several and seemingh^ incongruous parts of India & 
national design into a common whole, must regard 
this as an indisputable postulate ; and all parties 
concerned must accept it as the inevdtahle consum- 
mation of the tendencies and influences which, 
have domioated Indian History in the last century 
or more. But to accept this goal is not to say that 
we have reached it ; and much less to hold that all 
the obstacles in the path of attaining it have been 
smoothed. It is to consider carefully the nature 
and bearing of these obstacles, as well as to devise 
appropriate, effective solutions, with due regard to 
all the factors that enter into and complicate the 
situation, that the constitutional position in India 
is being now simultaneously studied by two parallel 
committees, which will both, however, have ulti- 
mately to converge, I think, to a common goal. 

The historical evolution of the constitution 
of Indm, such as it is to-day, seems to have been 
a haphazard development, without any specific 
plan or purpose ; and in which, therefore, it is as 
^isy to discern the existence of a federal tendency, 
^ ■to dcay it altogether. India has been, in the 
course of history, a single geographic, social, and 
cultural unit, in spite of the admixture of races and 
religions from time to time, and notwithstanding 
the seeming conflict of these added elements. 
Politically, however, the attempt to classify’' the 
constitution of India, according to categories 
familiar to modem pohtical science, must prove 
difficult, if not futile, if only because the principles 
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of classification now accepted seem to have had 
lih;le vogue in the ages gone by of India’s ancient 
loistory. ^ten, indeed, the geographic and cul- 
tural unity of the Indian people has been out- 
wardly S3n:nbolised by the emanation of the central- 
ising principle, given effect to in the classic empires 
of our tradition and history. The idea, and even 
the ideal, of an Indian Empire has never been 
abandoned in aU these centuries ; and, to that ex- 
tent, the present-day sentiment of national unity 
and sohdarity lias substantial roots in a deep, deep 
past. But, at the height of their power and glory, 
these empires of India’s past history must have 
had amidst them local units, — ^whether imperial 
satrapies, allied or conquered feudatories, or 
plainly and simply self-governing bodies of 
the village and the town, — which, were we 
permitted to apply to them the scientific termi- 
nology of modem politics, cannot but be said 
to approximate to a federal organisation. The 
degpee of power vested in the central authority 
varies even in modem federations, cut and 

fashioned strictly to plan. Hence the exact 
strength of the imperial authority undCr an Asoka 

or an Akbar, even if determined, ought to be no 
bar to our recognising these cr^tions of our 

country’s political genius as federations. Even 
in Ae short period of the British rule in India, our 
constitutional history has had many vicissitudes, 
at which we shall cast a glance later on. But the 
fact must be mentioned here, against those doubters 
or critics who seem to find little warrant in India’s 
history or tradition for the consummation of the 
federal goal in modem times, that, even in the 
short space of a century and a half, from the Regu- 
lating Act of I773> the evolution of a federation is 
perfecdy easily traceable; and that without any 
violence to the letter or the spirit of the known facts 
of that period. The three Presidencies of Madras 
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Bombay and Bengal, existing as autonomous units 
before the Regulating Act, naake up the basis for 
a federation, which the ever increasing ag,d widen- 
ing relationship, — ^bj?’ treaty and convention, if not 
by definite statute, — ^with the allied States in India 
-y-firmly rivet in the definite constitutional evolu- 
tion that takes place after the transfer of the 
Governinent of India from the East India Company 
to the British Crown in 1858. I propose in this 

Lecture to review only the financial aspect of this 
evolution. 


It must be noted, however, in passing at this 
g^e, that no less an authority than Sir P. S. 
Sivaswainy Iyer, in his recent work on the Indian 
ConsUtutional Pi'ohhms, has expressed some doubts 
as to whether a federal line of development is de- 
sirable for India. The Indian constitution, as it 
now st^ds IS federal in form, if not in intent. 
Sir Fiederick White has pointed out, in his sugges- 
tive booklet caUed: “Is India a I ecU't a tioii “ that our 

grown b}^ makeshifts for specific 
dimculties at given moments, but without any 
scientiac jilm of organisation. That, however 
does not m^e the organisation less federal, if we 
find other indicia of federalism to counter- 
balance the absence of a deliberate scientific plan- 

^f^ing Sir Siwaswamy’s own 
definition of a Federation : — 

t 

j federal government is the distri- 

a of sovereignty between 

a cmtral goven^ent and two or more provincial ffov. 

be altered distribution cannot 

be altered except with the concurrence of both the central 

and provinoial governments, or by the nation at 

whij^ is supreme over both the authorities ” (p^ ff" 

I!® Tndian Constitution of to-day 

edoal orga:Sn°"U' ^7 
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author. In so far as the Government of India 
can be said to possess sovereign powers in regard 
to the government of the country, there is evidently 
a disti'ibutton of these powers and functions as 
between the Centraland the Provincial authorities. 
It is, I think, a superfluous refinement of 
reasoning to regard the existing distribution 
as no more than the inevitable decentra- 
lisation of administrative authority. The powers 
and functions, assigned to our existing provin- 
cial governments under the Act of 1919, are 
not merely a measure of administrative decentral- 
isation. The combination of political responsibi- 
lity instituted by Act of Parliament, in respect of 
the subjects assigned to the provincial governments, 
with the growing tendency toward non-interven- 
tion in the purely province affairs by the Govern- 
ment of India, must be held to be decisive, even as 
Sir Sivaswamy would desire it to be. And the fact 
admitted by that writer himself — ^that there can be 
no going back upon the principle of the existing 
arrangements, and that any future step in constitu- 
tional development must mean an increase of |)oli- 
tical responsibility in provincial government in a • 
steadily widening field, --must preclude any argu- 
ment which would make the present or future gov- 
ernment of India, developing on the lines already 
laid down and accepted, anything but federal in 
form and purpose. It is not impossible, even in 
a federal government, to reserve a margm of power 
for normative or concurrent legislation in the 
central authority, as they have done in Germany; 
or to leave an undefined field of unspecified 
subjects for the federal authority to deal with, as 
is the case in Canada, or South Africa; or to u^e 
the federal law prevail in every case of conflict. 
These features are merely the result of historic^ 
or geographical accident, and not a matter of the 
SSrtional essence oi a -leaeiation. The 



67 


remarks, therefore, in para. 238 of the Montford 
Re forms, that • — 

We suggest that it will find that sotoae matters are 
of wholly provincial concern, and that oSGTers are pri- 
marily provincial, but that in respect of them some 
statutory restrictions upon the discretion of provincial 
governments may be necessary. Other matters, again, 
may be provincial in character so far as the administra- 
tion goes, while there may be good reasons for keeping 
the right of legislation in respect of them in the hands 
of the Government of India/' 

do not constitute a new difficulty. 

Even in so far as it has actually materialised in 
specific constitutional provision, or continues so to 
materialise, it makes no derogation from the fact 
of an essentially federal form of Government, 
definitely and finally adopted in India. 

It may, indeed, be conceded that the advant- 
ages, in her present stage of political development, 
from a'strong unitary government for India are too 
palpable to be questioned. There are forces at 
work — or tendencies in being — which would, if left 
to operate unchecked, split up this country into an 
impossible congeries of cross-sections, that cannot 
but affect most injuriously our national solidarity. 
And economic considerations in this behalf are 
even stronger than the political argument making 
for a strong central government. But to check 
or restrain these disruptive or fissiparous tenden- 
cies, it woffid suffice to vest the federal authority 
in India with a margin of powers, comparable, for 
^ample, to those in the Dominion of Canada, or 
the German Reich, and not to deny ab iniUo the 
pnnciple of federatioii in the Indism constitution. 
Economic considerations have a way of asserting 
themselves— -as for example in the financial rela- 
tions between the Commonwealth and the States 
of Australia — which would answer for itself, no 
^tter what the specific provisions of the constitu- 
tion may be. In India, the centrifu^ forces 
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counteracting, if not neutralising, the centripetal 
impulses, are of a political nature, often manifest- 
ing them^ves in a racial or religious garb. I 
consider them to be only a passing phase, rippling 
on the surface only. And, besides, they cannot 
and do not transcend economic factors. If the 
federal constitution of India carefully lays out the 
powers and duties as between the federal and the 
local authorities, there need be no anxiety about 
the particularist tendencies in modern India frus- 
trating the trend of national advance and soli- 
darity. 

The appendix following gives a division of 
lunctions between the central and provincial 
Governments, as it obtains in India to-day. 
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Historically speaking, there has, indeed, been 
no “p'Xct” between the central and the provincial 
governments in India bringing about ^he given 
distribution of powers and functions, resources 
and obligations. But what of that ? A specific 
contract of this kind is not absolutely indispensable 
to the creation of a federation. In the examples 
of federal organisations now available, a pact has 
to be inferred ; it has nowhere been expressly con- 
cluded and specifically given effect to in the federal 
constitution. In India, the present Government 
was in existence long before most — ^but not all— of 
the provincial governments were set up. The 
latter were, in fact, the creation of the former. 
Considerations of administrative convenience have, 
aliftost wholly, dictated the setting up of these pro- 
vinces. The student of Indian constitution will 
look in vain in these provinces for that degree of 
initiative and authority as would bring about STich . 
a pact. Besides, not even the Government of India 
is absolute sovereign in the governance of the 
country. The legal sovereign has so far been the 
British Parliament, as it is also in regard to the 
British Dominions. The latter are, however, none 
the less genuine federations, even though the 
enactment of their constitutions was done by the 
British Parliament, as all subsequent amendment- 
in theory at least. Sir Siwaswamy’s condition, in 
the concluding words of his definition, is thus not 
of the essence of a federal constitution ; and hence 
its non-fuifilment by India need not disqualify it 
frcSh bemg classed as a federatibh. ' 

■ ’ ' ' ' . * ' ■ ■ ’i" if*", ' 

The foregoing observations, however, do Hot 
preclude our recognising that in the British pro- 
v»ces all the essentials and ingredients of a sound, 

compact, satisfactory federation are by no 

so ripe as to permit the designer of a new federal ^ 

constitution of India forthwith to start on his task. • 

Not all the provinces of British India are homoiii i S: 
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geneous units, having among the various peoples 
inhabiting each of these, that common bond of 
racial symtiathy, or economic identity of interests, 
that makes for the necessary measure of unity and 
integrity, without which the existence of any state 
must be precarious. That the present British 
Provinces may have to be redistributed and re- 
constituted, — ^more truly in accord with geographic, 
economic,or even racial unity, — is an aspect of the 
problem, which does not affect the main line of 
argnment. This much, however, must, neverthe- 
less, be observed in passing, that while absolute 
uniformity of size and importance in the several 
component parts of a federation is not possible, 
even if it were desirable, a certain conformity to a 
standard, a certain approach to eouality among the 
constituents, is indispensable, if no single one of 
tlaem is to dominate, overawe, and outweigh them 
ail put together. In the pre-war German Reich, 
the overwhelming weight of the single State of 
Prassia was an eyesore to the rest of the component 
states, which was but very faintly remedied by the 

peculiar provision in the constitution as to the yalne 
of. the Alsace-Lorraine vote in the Bundesrath 
Profiting by the lessons oi that era, the New Ger- 
man Republic, — which still remains a Reich and 
a federation,— has split up the Prussian vote, 
without disintegrating Prussia as a state. In India* 
the same end may be attained by the double and 
simultaneous process of reconstituting the over- 
large and complex provinces, with a greater regard 
to ethnic harmony, economic, integrity, or cultural 
unity of each federating unit. This principle of 
reconstituting provincial units in India may, U 
logically carried out, result in the .setting up "^ 
20 provinces in place of the present nine .«- 
t^v- And d large cities of over 250,000 popula- 
tion are made into such units, the number would be 
proportionately increased. On the other hand the 
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infinitesimally small States or jurisdictions may be 
amalgamated into their own local confederations, 
that would then much more easily i^nk as the 
equals and partners of all the other federated units, 
the aggregate making nearly 50 units in the United 
States of India. 


Into the details of this double process, it is 
not the province of these pages to inquire. The 
argument, however, maybe rounded up by the 
mention of a factor, peculiar to India, in the shape 
of the Indian States. Sir Siwaswamy Iyer is fully 
aware of the consideration: “ It may perhaps be 
urged” he says, “that though a unitary type may be 
suitable to British India, it wUl not be practicable 
to bring in the Indian States into the Indian Con- 
stitution, unless we adopt federal principles;^’*'" 

The learned author, however, mentions tbis* ^ 
factor only to recognise its absolute peculiarity, 
and postpone further consideration. We cannot 
foUow his example advantageously, though fuller 
consideration of this factor in its finanrial aspect 
must be relegated to the Lecture specially devoted 
to it. If Indian opinion alone had to decide it, 
whether in British India or in the States ; or if we 
had an absolutely clean slate to write upon, the 
majority would be overwhelming in favour of an 
out-and-out absorption of the Indian States with 
the cqnti^ous British territories. The economic 
anti politi(^ benefits of such a measure seem to be 
b|;^hd dispute' in the eyes of the present^ky 
nationalist Indian, who necessarily postulate! a 
self-governing India, its government responsible 
ti) the Indian people. But there is no clean slate 
to draw our constitution upon. We caimot argue 
on the assumption of such a wholesale revolution 
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• i.* ^ SLtld. tlnd-O 

as would on the’ assumption 

established conventiom dispense ^vlth 

of a revoluii<^,^J^^ g^Yjan doubtful if we can 

tbe Princes;, but fact of the separate 

altogether ignore „ Whatever the Jnture 

exist ence_ of fhe harmonious and 

constitution of ^ndi , demands that 

cent working of Js h^W permit of ^ 
'mod'us vivendt be ,> ^ States with the 

large a degree of assimdabm « ^ tradi- 

Brfeisb Provmces f J^Lard. Such a happy , 

tion and convention ^ ^jjiation is possible o^y 
or at least P®^®®^^^’-„4.ion. Of course, only th® 
in a federal ^^an a score, 

larger States, no Indian Federation, 

toll,— can as an equal and independ- 

eacli on its own af®®yy4e. And in each such 
ent partner m th ^^^ent must approximate 
State, the fonn ° V j q{ minimum equahty, m 
to a prescnbed stan^r t effective 

oraer to Vst form sut- 

partner. The -hpfore they' can rank and 

fe<3:eratinns of of the United States of 

^trticipate as equal “ The ways 

ndia,— « the his end make a polittol 

„a means not concern ns here. As- 

>ro'fc>lem_’ which however it is achiev- 

i-iiDoing ite will demand a redistnbn - 

,d, i^djustment, o* the fiscal 

:ioTX> ox ^ Miryations whicli I slmll discos 

*£i»t 

l~«Bt . 0*^ antedate the <3ovem- 

TSeir case, therefore, even the 
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condition of a specific pact, demanded by Sir 
Sivaswamy Iyer is not impossible to fulfil in order 
to make a federation. 


EVOLUTION OR DEVOLUTION? 

The economic relations of the British pro- 
vinces with the Government of India are themselves 
by no means free from difficulties, and discontent. 
In the shaping of the general economic policy of the 
country as a whole, and m the treatment of each 
detail there of: — finance, and currency and banking; 
commerce and industry ; transport and commu- 
nications ; the utilisation or the canalisation 
of rivers ; the ministration in all social services, 
and the regulation of all the compulsory contribu^’ 
tions — ^the provinces have their own grievances, '' '' 
just as much as the central Government have their 
own difficulties. The same is the case, — ^with, 
if anything, much greater intensity, — ^with the 
Indian States. These feel themselves severely 
handicapped, thanks to their Treaty and other 
engagements with the supreme Government of 
India, — or at least to the interpretation sought to 
be placed on them by the senior partner in the firm. 
The Government of fndia.has in such cases claimed 
to be the final judge as well as the advocate, and at 
the same time a party to the dispute. The irrita- 
tion generated by such a situation cannot , to say 
the least, be conducive to the smooth attainment 
of the federal ideal held by common consent before 
all the members of this joint family.' Hence it is 
of the utmost importance that, after due investiga- 
tion into aU the factors and antecedents, some 
definite, basic principles be formulated— just, as 
they should be generous, — which would be mutu- 
ally satisfactory, and commonly agreed to. , . 
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BEGINNING OF FINANCIAL DECEN- 
TRALISATION. 

Tradition, before the present British Govern- 
ment of India had been organised and accomplish- 
ed, seems to liave been for each constituent part of 
the empire to pay tor its own government, sending 
the surplus of the provmcial revenue to the Im- 
perial Treasury. The feudatory states, where the 
local ruling princes had their own systems of gov- 
ernment, were, of course, free from any obligation 
to assimilate their financial systems with those of 
the Empire. Except for a tribute, perhaps paid 
in coin or service ; and partly returned in the shape 
of the handsome emoluments paid to Imperial 
nobles and Viceroys at the court of the Mughal, the 
allied and tributory princes were in no wise inter- 
fered with in their internal administration by the 
Mughal Emperor. The silent pressure of imper- 
ceptible imitation gradually transforming local 
institutions, or adapting them insensibly to con- 
form to imperial standards, must no doubt have 
been at work in Mughal India, as it has been in 
British India. “There is no other explanation of 
the Land Revenue system, for example, gradually 
conforming to a common standard, even in the 
independent Mussulman kingdoms of the Deccan. 
But this must have been a result of spontaneous 
impulse, not of deliberate plan. In the Tmpeiia 
subahs the tendency to standardisation must, 
evidently, have been more pronounced ; though 
even there local usage and established institutions 
seem to have been respected much more than one 
is at first sight inclined to believe. The genius of 
the Mughal administration was all for centralisa- 
tion ; and so there was nothing of the type we now 
rmdersfcand by the term Financial Decentrali^ion* 
and much less of Federal Finance. But in those 
days of primitive transportation and communica- 
tion, the provinces of a vast Empire, like that of 
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Akbar and his immediate descendants, must neces- 
sarily have enjoyed a measure of financial autonomy, 
■which could show httle to conform to modem 
ideas, but which in practice must have approximat- 
■ed strangely to those ideas. 

Whatever may have been the underlying 
principle of the financial organisation of the Mughal 
■or the Mahratha Empire, the British started with a 
radically different basis. Their early settlements in 
this country were scattered, and unconnected, and 
therefore necessarily independent of one another. 
The only connecting link between them was pro- 
vided by the common proprietorship in Engand. 
But the link could have been scarcely stronger, or 
enforced a greater degree of conformity to a com- 
mon standard, than is expected of a corresponding 
link between the principal branches of an interna- 
tional banking or shipping corporation of our own 
•days. With the beginning of more settled, more 
definite, more amfeious organisation, the old 
principle of mutual independence and local auto- 
nomy of each Presidency in India had to be main- 
tained, if only because between the three Presiden- 
cies vast blocks of foreign territory intervened to 
cut them off from one another. Even after the 
sudden accession of power and possessions after 
the Kamatak wars and the Bengal revolutions, 
when the Regulating Act of 1773 sought to intro- 
duce an element of uniformity and centralisation, 
the three old Presidencies of the East India Com- 
pany were all too full of their independent origin 
and co-equal authority to submit themselves tamely 
before the pinchbeck authonty of the new Gover- 
nor-General of Bengal. The Maratha War of the 
Bombay Government was the response of that 
authority to the centralising tendency of the Regul- 
atmg Act. The difficulty of communication 
through and across large blocks of non-British and 
often hostile territories, separating one Presidency 
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from another, made it impossible for the Centra J 
Government to exercise its constitutional powers 
effectively over the provincial governments. 

The principle of centralisation, — ^the peculiar 
genius of the Mughal administration, — was felt and 
appreciated, ever since the da}^ Clive acquired the 
Diwani of Bengal, and Hastings consolidated the 
dominion thus gained. Subsequent Acts of Parlia- 
ment concerning the Government of India all 
aimed at increasing the accumulation of power and 
•authority and responsibility in the single Govern- 
ment of India. And when the British dominion 
had been sufficiently consolidated as to permit of 
through and direct communication between the 
different parts of British India, Parliament defi- 
nitely enacted undoing the history of nearly two 
centuries, and abolished all trace of provincial 
autonomy, even in the Presidencies which antedate 
the Government of India.* True, the Governor- 
General-in- Council, the supreme authority for the 
Government of India after 1833, himself to 
learn the elements of pubhc finance as applied to a 
country like India. A system had yet to be evolved 
‘in the financial administration of the country, 
meglected inevitably before the pressing claims of 
war, and conquest, or king-making. The constitu- 
tional supremacy of the Central Government re- 
mained so, therefore, in theory only. In theory, 
all the revenues from aU the districts under the 
■administration of the Company were collected by 
their local officers on behalf of the Government 
of India ; and all expenditure defrayed in the name 

of the same authority only. In practice, the local 

* ‘ ■ , ,, . 

* Cp. Ss. 39 and 69 of the Charter Act of 1833, 3 and 4 
Wili-IV, c. 85. 

, ‘ ‘‘ No Governor shall have the power of oreatiiig any 

: ' new office, or granting any new salary," gratnity or aUow- 

ance, without the previous sanction of the Governor- 

\ ’'Grenerah”'" ^ •' ^ ^ ■ 
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“The supreme government controlled tihe smaEest 
^details of every branch of the expenditure. Its autho* 
rity was required for the employment of every person 
paid with public money, however small his salary ; and 
its sanction was necessary for the grant of funds even 
for purely local works of improvement, for every local 
road, for every building however insignificant.”* 

“The distribution of the public income,” wrote 
■General Strachey, “degenerates into something like 
a scramble, in which the most violent have the advantage 
with very little at'tention to reason. As local economy 
< leads to no local advantage, the stimulus to avoid waste 
is reduced to a rninimiim ; so, as no local growth of income 
leads to an increase of the local means of improvement, 
the interest in developing the public revenues is also 
brought down to the lowest level.” 

.governinents must have had a pretty free hand, 
not, indeed, as in the glorious days before the 
Charter Acts, but sufficient to enable them to 
ininister to the needs of their province from the 
revenues collected therein under the authority of 
the Government of India. Even this freedom, 
however, was limited, and indirect. It must, 
further, have varied considerably as between the 
three older Presidencies, and the new provinces 
created by the Government of India of their own 
authority.” ' The new creations could not possibly 
challenge the authority of their parent body ; and 
their easy submission brought about a correspond- 
ing change in the attitude of the older Presidencies. 

With the transfer of the Government of India 
to the British Crown in 1858, the tendency to cen- 
trali^tion began to stiffen. The spread of rail- 
way^, and telegraph helped to make the power of 
the Central Government more rigid and more 
direct. After a century of financial mismanage- 
ment, the Imperial Government were, in the years 
immediately following the transfer, almost mor- 
bidly amdous for economy and retrenchment, 

* The Finances and Public Works of hidia^^^ by the 
Strachey brothers, p. 131. 
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Inevitably, the provincial governments felt the full 
pressure of this retrenchment. They naturally 
resented a regime which precluded them from, 
accomplishing their own pet projects of provincial- 
development. 

The Central Government, on their side, not 
only had to economise to meet the heavy cost of 
buying and maldng an Empire. They had a suspi- 
cion, by no means unfounded, that the provincial 
satraps were clamouring for money only to add ta 
their own importance: 

THE MAYO SCHEME OF PROVINCIAL 

FINANCE. 

The Government of India could not but 
perceive the force of such reasoning. And yet, 
their own necessity for a certain system and regu- 
larity in their Budget, compelled them to devise- 
means of inducing a degree of responsibility in the 
provincial authorities, and a measure of economy 
in their expenditure, which was, since 1833, pro- 
gressively lacldng. Financial devolution, when it 
at _la^ came m India, was rather a measure of ad- 
ministrative convenience, than an index of a politi- 
cal reconstruction. The imperial authorities were- 
: made to realise, by the force of circumstances, 
their own inability at once to control and carry out. 
works of material benefit to the country ; and also 
to keep provincial authorities well within the -mar- 
gin. _ The only solution was to entrust the pro- 
vincial authority with certain specified amounts for 
^penditure in provincial administration, under 
the system established and regulations enacted 
^ the Central Government. Lord Mayo, in a 

of Jndia Resolution of i4thDecember,. 
npt outlined the principles of a scheme of 
imancial decentralisation as he conceived it. A. 
number of minor departments of administration — 
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like Jails, Registration, Police, Education, Medical 
— were made over to the provincial governments ; 
and a** lump sum grant of Rs. 4,68,87,110 was 
assigned to the provinces for expenditure on the 
same. This amount was distributed as between 
the several provinces by the Government of India, 
on the basis of the requirements of each province, as 
shown by the accounts of the Government of 
India. Receipts from these departments were at 
the same time made over to the Provinces. And 
if, along with the grant, these funds did not suihce 
tor the needs of any province in the departments 
entrusted to it, the latter must depend on its own 
resources. The grant was not to be increased, 
nor, — except in extraordinary circumstances, — ^to 
be diminished. Within the lump sum assigned 
to it, each provincial government was given a free 
hand for reappropriation ; and if it succeeded in 
making economies by its own improved budget 
system and supervision, the unspent balance was 
to accumulate to its credit with the Government of 
India. 

Not a radical change in the principle of gov- 
ernment, this nevertheless made a considerable 
and welcome step forward. Once taken, there was 
no going back on the principle of Decentralisation; 
and it was only a question of time when it would 
be metamorphosed into a principle of federalism. 
The Government of India expressly reserved, in 
1870, their powers of supervision and control, 
even in the departments thus provincialised. But 
within the margin created by their Resolution, 
there was basis enough for the provinces to make 
ever increased demands for further concessions. 
And the provinces could make an excellent —almost 
unanswerable case for the reconsideration of this 
arrangement. It was only an annual arrangement, 
lacking that element of stability, which was essential 
for the improvement of provincial finance. The 
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assignment, moreover, made to each province was 
on the basis of the actual expenditure in ^ch 
province under a given head. But the underlying 
assumption that the actual expenditure represented 
the real needs was unfounded, and the provincial 
governments had justly complained against the 
imperial exigencies stifling their local scheme of 
improvement. Again, as between provinces, there 
were gross inequalities of burdens and grants ; and 
Lord Mayo’s scheme only served to perpetuate 
these Loequalities. A really equitable basis of 
assignment was, indeed, very difficult to discover, 
but that was no justification for perpetuating an 
inequitable system. The provincial governments, 
moreover, had little direct interest of their own to 
be diligent in revenue collections. Stamps, excise, 
or customs showed considerable leakage, which was 
impossible to stop while the authorities on the spot 
lacked the incentive to be vigilant. The only 
thing that could be said in favour of the Mayo 
schenae was, that, defective and experimental as it 
was, it had secured its main object of bringing 
about a greater harmony between the central and 
the provincial governments, and of making the 
latter more economical in expenditure than they 
had till then been. 

REFORM AND READJUSTMENT 
BETWEEN 1877 — 1900. 

The defects of the scheme, such as they were 
proved to be by experience, were not irremediable. 
The ne.xt step forward under Lord Lytton in 1877 
made over the remaining civil departments, along 
with their receipts, to the provinces, except those 
directly administered by the imperial government. 

services thus transferred included Land 
lieyenue, Excise, Stamps, Law and Justice, General 
Administration, Stationery and Printing. ’ For ad- 
^Sifistering these, instead of a lump sum grant, 

% share was given to the provinces in specified 
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■sources of revenue, which had suffered because of 
the lack of provincial vigilance.Excise,Stamps,Law 

and Justice fees, proceeds of the License Tax and 
•some«minor railways receipts were thus made over. 
The principle of partnership — ^unequal, indirect 
and indefinite as it was— was thus introduced for 
fhe first time ; and thereafter there could be no 
questioning of the line of march. ^ The revenue 
from these sources was to be taken in part by the 
provincial governments ; but if they showed any 
surplus over an estimated figure in each of the 
provinces, the imperial government were given one 
half of the surplus. In case of a deficit, the same 
authority agreed to bear half the loss. The rates 
and items of taxation in these as in other depart- 
ments were settled by the Imperial Government 
alone ; but the admission to a share in the yield 
of the revenues was a distinct step forward on the 
road to federalism. The Governor- General-in- 
Council relinquished not an iota of his powers of 
Supervision and control, but simply expected the 
execution of these powers t .) be facilitated under 
the arrangement. 

“ What we ha \"0 to do ” said the Finance Member^ 
in his Financial Statement for 1877-8, ** m not to give to 
the local governments fresh powers of to^cation, but, on 
the contrary, do all that we can to render fresh taxation 
unnecessary, and to give to these governments direot 
inducements to improve those sources of existing reve- 
nues which depend for their productiveness on good 
administration/' 

The arrangement, under the new scheme, was 
necessarily different with each province ; and so 
the principle of a separate agreement in each case 
came into existence. To avoid the possibility of 
perpetuating an inequitable arrangement, the 
contracts were’ made revisable every five years. 
The total provincial revenues under the new scheme 
amounted to Rs. lo crores, besides a lump sum 
grant of 4J crores, and tlie exclusively provincial 
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income of 3 crores — a, very substantial increase. 
Looking at these arrangements after all these years, 
and in the light of subsequent history and present- 
day ideas, it is interesting to note how the authors 
of the scheme looked upon it, and how the several 
provinces received it. Madras, under the refrac- 
tory governorship of the Duke of Buckingham, 
refused to come within the arrangement ; while in 
Burma and Assam, the arrangement made over to 
the provincial governments concerned ah the 
revenues and expenditure that could possibly be 
treated as provincial, and the balance was made up 
by a fixed share of land revenue, forests and other 
items. Sir J. Strachey, the then Finance Member 
of the Government of India and author of these 
contracts, seems to have had very confused notions 
of what should be truly imperial, and what pro- 
vincial, sources of revenue in a proper federation. 
Says he : — 


The revenues and charges arising froin tributes^ 
salt, opium, allowances and assignments, administration 
of the post'OfiOLce and tol^raphs, iiie poBtical depart- 
ment, the East Indian Iladway, the guaranteed Railway 
and all items recorded only in the aecouhm 
of the Central Government, would have remained wholly 
impmal. The revenues from forests, excise, and assessed 
' taxes, stamps and registration, and the import duties 
on liquors, would have been shared equally between the 
local and central governments. Each local government 
would have received a fixed proportion of the net land 
revenue to make good the difference between its assigned 
revenues and expenditure.’’ 


The fact that he allows direct and indirect 
taxes — ^Hke the assessed taxes and liquor import 
duties of his days — ^to be shared indicates his lack 
of a proper appreciation of the problem of fedetal 
finance. But then it may well be urged he bad no 
of devising the financial system of a fede|sd: 



aid filni^ mfive convenience and . economy in a 
fimdjonenfilly unitary government. 
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The nejrt stage in the history of federal or 
decentralised finance in India seems to be some- 
what retrograde, at least at first sight. The con- 
tracts of 1877-8 were necessarily difierent with the 
different provinces, since it was felt uniformity 
might be purchased at too great a cost. The share 
of the central government in certain branches of 
revenue seemed to be less liberal than it might have 
been ; while the interest for effective administration 
by the provincial governments in certain others 
was less than it should be. Major Baring, later 
Lord Cromer, the Finance Member of Lord 
Ripon’s government, made the new contracts in 
1882, which made over to the provinces all the 
income from specified departments, and abolished 
Lord Mayo’s corner-stone of a lump sum grant* 
Forests and Registration, instead of being wholly 
provincial, were divided for the most part equally 
between the Provinces and the Government of 
India. The balance for the provinces was made up 
by a fixed share of the Land Revenue. The total 
provincial resources under the quinquennial con- 
tract of 1882-3 were made up of the marginally 

Revenue from Amount. 

£ 

Wholly Provincial heads . . . . . . 4,000,000- 

Divided heads . . . . . . . . . . 8,009,000 

Varying proportion of certain other heads .. 23,000,000 
Nominal from others .. .. ' .. 7,000,000 

Total of all Provinces .. 42,000,000- 


noted items. Taking the rupee at £ i-T8(i,, this 
represents over 50 crores of revenues in which 
the provinces were given an interest. The only 
contingencies, which cc-uld at all unsettle this 
were : War and Famine. As regards the former, 
it was settled that no demand was to be made on 
the provinces, except in the case of a disaster so- 
abnormal as to exhaust all the reserves of the 
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•supreme government^ and to necessitate the suspen- 
«ion of the entire machinery of improvement, 
jrhis -was to safeguard the provinces against such 
inroads on their resources as had occurred during 
•the Afghan War. As for Famine, the central 
sgovemment imdertook to come to the rescue of "the 
provincial governments in the event of a famine 
'SO severe as to embarrass the provincial govem- 
•cnent fighting it on its o-wn resources. The Im- 
perial government would pro'vide every year a 
■million sterling by way of insurance against famine, 
■so that the provincial governments need make no 
provision in that behalf normally. 

In the remaining years of the last century, 
■the dominating circumstances in Indian finance 
•vvas the falling exchange value of the rupee. The 
provinces, however, were not much affected by it. 
3 But the possibhity of undue haste in spending, 
•especially towards the end of the contract period, 
■was guarded against, since 1884, by the require- 
iment of maintaining -with the Government of 
India a prescribed minimum balance by each 
proymce, which was under no circumstances to 
be drawn upon. The revision of the contracts 
m 1887 brought a net relief to the Imperial treasury 
*pf Rs. 55 lakhs a year from the increased provincial 
receipts — -a welcome help against the falling rupee 
:and the rising mihtary expenditure ; while in 1892 
•the same operation gave a further relief of over 
46 l^hs. The accumulated balances of the pro- 
vinci^ governments were three times confiscated, 
"the “ loan ” being refunded only twice, 1891 and 
1895. A Committee of 1887 this subject re- 
•corrimended the permanent abohtion of this ex- 
•p^iient of a forced “ loan ” from the provinoal 
trances,- and securing to the provincial govet®^^ 
■ments absolutely half the normal growth of theit 
■ts^venues to enable them to keep up . a continuous 
of hiteri^l- im^^ovein^its. - The ■ Govern— 
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ment of India could not accept the suggestions, for 
reasons already mentioned. In the last quinquenr 
nial settlement of the century (1897), an estimate- 
was made of the expenditure on provincialised 
services in each province, and an adequate pro- 
portion of the provinciahsed revenues was set 
aside for the purpose. The provincial govern- 
ments, speahing generally, retained all the income 
from provinci^ rates, courts of law, jails, pohce*. 
education, medical, local marine services, pensions 
contributions, major and minor irrigation works, 
certain state railways, buildings and roads, and 
stationerj^; one-half of the Stamps revenue, assess- 
ed taxes, Forests and Registration receipts ; and 
one-fourth of the Excise and Land Revenue. 
Expenditure on most of these heads had to be met 
by the provinces, and a share of the cost of coUec-. 
tion corresponding to the proportion they received. 
The cost of land revenue collection was, however, 
whoUy provincialised, except in Bengal. Within 
the limits of their resources, the provinces were 
made responsible for famine relief, and some- 
political and miscellaneous expenditmre. The 
total revenues exclusively pro\'incialised was, in 
1901-02, Rs. 25.12 crores, while the total collec- 
tions in which they were at all interested were 
46 . 33 crores, or nearly half the gross revenues of 
India. 

These developments and alterations were 
Justly considered to be retrograde. The over- 
whelming excuse of Exchange and Famine made 
the Government of India’s arguments unansy?^- 
able in the closing decade of the century. 1§uf , 
with the stabilisation of Exchange (1899), and 
systematisation of the pohcy in regard to Faminei 
(1901-2), the case for the provinces began to gather 
strength. The governing principle in the thiriy 
years of provincial jSnance, since its inaugeration 
by Lord Mayo, had remained unaffected : administ 
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traiive convenience — ^for the Government of India 
almost invariably. There was no thought of a 
nadical change in the constitution of India on 
federal lines. The Government of India were 
absolute masters of the situation ; they varied and 
re-formed the contracts at their discretion, or for 
their convenience. They insisted on the main- 
ten^ce of minimum balances, ostensibly to guard 
against provincial extravagance. But, when the 
need arose, they confiscated these balances without 
so much as “ by your leave ” to the provinces ; and 
“®Id it up as a great concession when they refunded 
the loan." The needs of the provinces for 
Jnaterial development, social reform, educational 
progress, were never suffered to eclipse for a mo- 
ment the requirements of the Government of India 


to balance their exchange losses or malce good 
them military extravagance. The very economy, 
which was claimed to be a merit of the system, was 
pnrchased at the cost of efficiency in local govern- 
ment ; and, as such, it could scarcely be praise- 
worthy under an enlightened, progressive, popular 
government. The imperial burdens on the several 
provinces w^e without a plan or purpose lackine 
m any intellipble principle; as the hteX. gSI 
showed to the Welby Commission. No test but 
economy in the provincial spendings was recog- 
nised, bec^se no basis save the convenience of the 
Imperial Government was admitted. The nro 
™cial governments, therefore, necessarily got 

reshuffling of the cards, becaSse 
from the very outeet they were debarred from 

frumps. Whde the provincial expenditure 
had to be rigorously kept down, the Impmal went 

- * r ferrt^ng cut 

hook ^ ^tion on their own 

noc«:, was allowed to the provmGes, who therefore 




remained irretrievably tied to tKe apronstrings of 
the central government. 


Quasi — Permanent Settlements. 

In the early years of the present century, 
most of the excuses of unstable finance in the 
Government of India had been remedied. The 
case for the provinces was well founded in the need 
for a continuity of policy in projects of moral and 
material development, which the government of 
India had no means of answering. Subject, there- 
fore, to their theoretical right to revise the contracts 
every five years, and resume the provincial balances 
with them if their own abnormal needs dictated to 
them such a course, the Government of India 
agreed, in 1904, to the following principles for a 
semi-permanent arrangement : — 

(i) The provinces must be given a more 
permanent interest in their revenue and 
expenditure. 

{2) The share of the revenue assigned to 
each provmce separately, and to all 
provinces collectively, should bear ap- 
proximately the same ratio to the pro- 
vincial expenditure, as the imperial 
share of growing revenues bears to the 
Imperial expenditure. 

(3) The provincial assignment must iaclude 
a. sHghtly larger share of growing reve- 
nues. 

On these Imes were the new contracts imde 
when they fell due to be revised. The distribu- 
tion of revenue resources imder the three classes of 
wholly Imperial, wholly provincial, and divided, 
was left substantially imaltered ; but the share of 
provinces was altered in conformity with the 
above principles. The basis taken was the relative 
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proportion of the Imperial (3/4) and the provincial 
(1/4) expenditure, in the total expenditure of the' 
country, with due regard to [a) the needs of back- 
ward provinces, [h] the special projects of reform^ 
suggested by the Imperial Government, and, (c) the- 
yield of the exclusive heads of revenue — Imperi a 
or Provincial. Special initial grants were made to 
certain provinces (150 lalchs), while additional 
grants for specific purposes aggregated 162 . 5 lakhs, 
A more liberal arrangement was made in respect 
of Famine Relief, by the Central Government 
setting aside every year a sum roughly equal to the 
famine liabilities of each province to the credit of 
that province, and utilising this accumulated re- 
serve when a famine occurred, without affecting its 
normal resources. If this did not suffice to meet 
the particular liability, the excess must be met 
equally by the Imperial and the provincial govern- 
ment concerned. As the total expenditure on the 
departments made over to the provincial govern- 
ment for administration exceeded considerably the 
revenue assigned to them, the difference was made 
up 'by a fixed cash assignment under th6 Land 
Revenue. 

These changes, were considered to be tanta- 
mount to a change in the governing principle by the 
Royal Commission on Decentrahsation (209) : — 

“ The distribution of revenues between the central 
and provincial govemlnents was made, except on occa- 
sions of grave emergency, with direct reference not to 
the needs of the Central Government, but to the outlay 
which each province might reasonably claim to incur 
upon services which it administered. The first step 
considered in concluding a settlement was to ascertain 
the needs of the province and assign revenues to meet 
them, the residue only of the income of the province 
coming into the Imperial Exchequer,”* 

^ - * Quoted in the Years of Indian Fi'nance,'p. 464; 
froM which has been smninarised the etory of the decen-^ 
trafieation as given in the foxegoing pages. 
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These remarks if they apply at all, can only 
apply to settlements concluded after 1904. The 
Central Government still held all the purse-strings 
.. of the country, as evidenced not only by the fixed 
assignment made by them, but also by their clearly 
reserved right to revise the settlements with the 
provinces. They had agreed, indeed that this 
power would be “exercised only when the variations 
from the initial standards of revenue and expendi- 
ture were, over a substantial term of years, so great, 
as to result in unfairness either to the province 
itself, or to the Government of India ; or in the 
event of the Government of India being confronted 
with the alternatives of either imposing general 
taxation, or seeking assistance from the provinces.” 
But, inasmuch as the provinces had no right to 
judge of the reasonableness of the emergency 
pleaded by the Government of India, the condition 
inserted in the concluding portion of the remark 
is more than a thin end of the wedge driven in the 
budding system of the financial autonomy of the 
provinces. The provinces, moreover, had other 
causes of complaint against the Central Government 
making their specific grants in furtherance of given 
projects an excuse for an undue degree of inter- 
ference. The provincial revenues were absolutely 
beyond the power of the provincial government to 
manipulate, the rate being fixed in all cases exclu- 
sively by the Government of India. On the ex- 
penditure side, too, they were powerless to alter 
the. ^tabh trend, or to create charges on the 
provincial purse exceeding a prescribed figure, 
unless sanctioned previously by the supreme gov- 
ernment. ” Altogether ” I ha:ve observed in an- 
other work * ” the decentralisation of finance as 
it obtained betwem 1904 and igia. aSdId f 
spectacle of a conflict between the old principle of 

/\l^cr3k-rxT*i'rk /-r 4-Viy-v r it » «« J- 


* Sixty years of IhdiaE Finance, p. 466-6, 


vxiig Lilc convenience or tne imperial gove 
ment and the new ideal of encouraging the deveL 
ment of the provincialised services. ” 
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Indian public opinion, such as it had come 
to be by this time, came to support heartily the 
provincial case ; and the late Mr. Gokhale in his 
evidence before the Welby, as well as the Decentral- 
isation, Commission distinctly argued for a reorga- 
nisation of the Indian financial system on a clearly 
federal basis. 

The main poiuts, then, on which issues were 
joined were : — (i) the system of '' divided heads ” 
claimed to be injurious to provincial development ; 
(2) the practice of the fixed assignment, which 
made the arrangements unduly rigid ; (3) the 
spasmodic grant of lump sums for definite purposes, 
inadmissive of any discretion to the provincial 
governments, and productive of a needless degree 
of interference ; (4) inequalities, in ter ■ e, of the se- 
veral provincial settlements, which led to jealousies 
and recriminations ; and (5; the absence of any 
powers of additional or extra taxation for the pro- 
vincial government, or of borrowing, which pre- 
cluded them from substantially improving their 
_or^ary administration, or taking up more ambi- 
tious schemes of economic development! the 
Government of India themselves perceived the 
force of some of this reasoning ; and in the fresh 
settlements of 1911-12 they sought to convert the 
fixed assignment into completely provincialised 
revenues from heads which were till then divided. 
Excise and Forests revenues had been recom- 
mended by the Decentralisation Commission as 
fit items for wholesale provinciahsation. Accord- 
iiigly, in the settlement of loii, the forests revenue 
and expenditure were wholly provincialised in all 
provinces ; excise, too, entirely in Bombay, and to 
' the extent of 3/4 in the Central and the United 

assignment being reduced in 
proportion to the accretion in revenues from these 
changes. Land Revenue was half provincialised 
in the Prmjab, whidi also got half a share in t h 
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major irrigation works ; while Burma secured 5/8 
of the Land Revenue. The rule was thence- 
forward generalised that : — 

“ Mxed assigninents should be replaced by a share 
of growing revenue in the following circumstances only : — 

(а) When an assignment is so large as to prevent the 
increment in revenue from keeping abreast of the 
legitimate and necessary growth of expenditure ; 
and 

(б) when the financial outlook of the moment justifies 

the abandonment of the necessary amoimt ^ of 
growing revenues in exchange for the reduction 
of fixed charges.” * 

With regard to the other grounds of complaint, 
the supreme government agreed, on the recom- 
mendation of the Decentralisation Commission, 
that ; — 


(а) the special grants for definite objects must not 
lead to a greater interference with the provincial govern- 
ments than had been the case till then : 

(б) that the wishes of the provincial government 
as to the object most needing this extra aid in their pro- 
vince should have due regard shown to it ; and 

(c) that, finally, not necessarily the same object 
should he selected in the several provinces for the benefit 
of the grant. 

As for the inequalities in treatment as between 
the several provinces, the Government of India 
held there was no definite standard to guide them 
in arriving at an equal treatment. Besides, they 
could not “ believe that inequality in settlement 
had gone far enough to starve one province in its 
necessities in order to load another with luxuries '5 
Binally, in regard to the provincial claim for in- 
dependent powers of borrowing and taxation, while 
recognising all the force of the provincial argu- 
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ments, the Central Government neverthelep could 
not agree to a further step in devolution in these 
respects.* "No taxation without representation ” 
is an old adage in self-governing countries, which 
the Government of India re-edited for their own 
purpose to say: “ No taxation without responsibi- 
lity." The Provincial Governments, upto 1920, 
owed no responsibility to the people they governed. 
The Government of India were themselves an ab- 
solute and irresponsible bureaucracy ; but they 
owed a shadow of responsibility to the Secretary 
of State for India, who, in his turn, was supposed 
to be responsible to Parliament. They, accord- 
ingly refused to concede any powers of independ- 
ent taxation, direct or indirect, to the provinces, 
on political as well as hnancial grounds. And, 
lest provincial competition with the Government 
of India, committed to heavy projects of material 
development, requiring considerable annual bor- 
rowing, — ^should prejudice the credit of the Central 
Government, they likewise declined to allow pro- 
vinces to borrow on their own credit in the open 
market. 


BEGINNINGS OF FEDERATION. 

This was the position, in brief, when the War 
came. During the continuance of that struggle, 
every question of radical cha;racter had necessarily 
to be suspended. The problem of further decen- 
tralisation — or financial recoristruction, if you pre- 
fer the expression^ — ^thus came to be considered 
alongside the larger question of constitutional re- 
forms, or rather as a consequence of the' fatt er . 
-TEn,ginding principles, the b^is. Tor the hew 
ifefflwnal arrangem^ts was provided h^ ^the coh- 

*r-‘^ — ■ — • ■ ■ " ■ I. — — — ^ i: 

♦ Eei^iatKm on Protinoial finance of 18, 1912, p, 7 
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stitutional changes already adopted in principle. 
As the principle of responsibility in provincial go- 
vernment had been accepted, the aspect of the 
financial question changed altogether in 1919-20. 
The Government of India had themselves declared, 
in their comprehensive Resolution on the 
subject: — (May 18, 1912, para. 12). 

“Pinancial autonomy for the provinces, if 
when it arises, must cany with it the power of taxa- 
tion.” 

But the new financial arrangements, when 
they came to be made at last, inevitably came as 
a continuation, — ^an organic growth, of the system 
as it had been developing for a half century past. 
According to the Budget for 1919-20, the share of 
the Imperial and Provincial governments in the 
national revenues was as shown in the table 
overleaf, the provincial revenues being 30% of the 
total, or about 43% of the Imperial Revenues. 
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Table showing the amounts of Imperial and 
Provincial Revenues according to the 
accounts of 1919-20* 


(N.B , — ^Pisures are in thousands of rupees.) 


Heads of Revenues. 

Imperial. 

Prov incial. 

Total. 


Rs. 

Rs. 

Rs. 

Land Revenue 

16,69,08 

17,42,41 

33,91,49 

Opium 

4,65,62 

♦ • 

4,55,62 

Salt . , 

6,74,79 

* • 

6,74,79 

Stamps 

5,66,24 

6,34,93 

10,91,17 

Lxcise 

5,61,71 

13,74,22 

19,25,94 

Provincial Rates 

2 

5,32 

5,34 

Customs 

22,48,32 

• • 

22,48,32 

Income Tax 

17,93,86 

r>, 26,92 

23,20,78 

Porests 

22,97 

1 5,13,78 

6,36,75 

Remstration . . 

1,49 

1,07,06 

1,08,56 

Tributes 

93,28 

• • 

93,28 

Total Prinnpal heads . . 

79,47,42 

48,04,65 

1,27,52,08 

Interest 

4,52,06 

63,80 

5,05,86 

Posts and Telegraph 

9,20,39 

« • 

9,20,39 

Mint 

Receipts by Civil Depart- 

2,67,99 

• • 

2,67,99 

meuts 

38, 7S 

3,00,70 

3,39,49 

MiscmauLAiJ^ioxjs — 




Superannuation 

16,57 

15,59 

32‘17 

Ste^onery and Printing . , 
Ebcchange 

8,42 

11,47 

19,90 

Miscellaneous 

1,76,58 

43,09 

2,18,67 

Hallways account 

31,83,66 

5 

31,83,58 

Irrigation account , . 

4,02,10 

4,72,82 

8,74,93 

Other Public Works 

10,03 

45,46 

55,49 

Military Receipts 

3,90,52 

« * 

3,90,62 

Total Ordinary Revenues 

1,36,26,48 

60,34,61 

1,96,61,10 


* These figures are taken froin the Budget of the Government 
of India for 1921-22. The very last year of the old arrange- 
ment was 1920-21 ; but only these actuals are quite satis- 
factorily iUostrative, 
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Table showing the amounts of Imperial Ex- 
penditure according to the accounts of 1919-20. 


Heads of Expenditure. 

Imperial, 

Provincial. 

» ■ ■ 

Total. 

Direct Demands on Rbve- 




NUES — 

Rs. 

Rs. 

Rs. 

Refunds, etc. 

1,66,02 

07,94 

2,23,90 

Assign JtU cuts, etc. . . 

90,03 

1,07,15 

1,97,18 

Collection Charges . . 

6,33,76 

11,96,10 

18,28,87 

Interest 

11,03,98 

47,65 

11,61,64 

Post Office . . 

6,84,71 

« * 

6,84,71 

Mint 

48,04 

• • 

48,64 

Salaries and Expenses of 




Civil Departln3nt8 

7,76,04 

30,58,95 

38,34,00 

Miscellaneous — 




Civil Charges 

4,44,80 

3,88,23 

8,33,12 

Paniine Relief 

1,41,47 

29,28 

1,75,76 

Railways account 

17,92,08 

11 

17,93,09 

Irrigation account . . 

2,89,91 

3,44,96 

6,34,87 

Other Public Works 

1,61,56 

9,02,16 

10,63,7*, 

Military Services 

87,25,32 


87 , 26 , 8 af» 

Adjustment on Exchange 




account . - 

10,89,57 

# # 

10,89,67 

Portion of Provincial allot- 




ment not spent by them . . 


1,10,68 

1,10,68 

Provincial expenditure spent 




fiom balance 

• « 

—42,63 

•—42,63 
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1,58,91,77 



Revenue 

60,34,61 

2,19,26,39 


You will note that while the aggregate 
provincial revenues are a little over 30% of 
the total, the aggregate provincial expendi- 
ture is much under and of this a con- 

siderable j)ortion shows economy over the 
allotment actually made to them. The pro- 
vinces bear 65% oi the collection charges for 
revenue, nearly 80% of the civil administra- 
tion charges, 90 % of the Public Works cost, 
and 55% of Irri^tion expenduture. On the 
■Revenue, side they get a little over half the 
land and stamps revenue, two thirds Excise, 
less than a quarter of the Income Taxes, andi 
the bulk of the Forests and Registration 
revenues, as dso 90% of the departmental 
fees and receipts. All the items unspecified 
in this summary go to the Central Govern- 
ment. 
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The Imperial Government bore all the charges 
for the army, the debt, communications, and a 
small proportion of the charges for general civil 
administration of the country. There were, on 
both these sides, obvious defects, which made the 
arrangements generally unsatisfactory. The Mont- 
ford Report on Constitutional Reforms enjoined a 
new principle to govern the arrangements : 

If provincial autonomy is to mean anything real, 

^ clearly the provinces must not be dependent on the 
Indian Government for the means of the provincial 
development. Existing settlements do, indeed, provide 
for the ordinary growth of expenditure ; but for any 
large and costly innovations, provincial governments 
^depend on doles out of the Indian surplus. Our idea 
is that an estimate be first made of the scale of expendi- 
- ture required for the upieeping of the services which 
clearly appertain to the Indian sphere ; that resources 
with which to meet this expenditure should be secured 
to the Indian Government : and that all other revenues 
should then be handed over to the provincial govern- 
ments/’ * 

Though the distinguished authors of the 
1919-20 Reforms consider their proposals to form 
a radically different stand-point, there is nothing, 
either in their statement of principles or in their 
specific suggestions for changes in the concrete, 
to indicate an orientation in principle equal to a 
complete federalism. The basic condition for a 
federal financial organisation is not merely adequate 
funds for this or that part of the federated govern- 
ments. There must be' a distinct, established 
sense of political responsibility of the governing 
authorities to the people’s representatives, as well 
as of financial initiative, without which no conces- 
sion in powers of taxation could be advantageously 
Hiade. The proposals for constitutional refot^ 
put forward by the committee of Mr,^^ , 

ii; — Li ! L- ' Lj ^ — d; — —L-L ‘ . y-'i . 

v 201, of the Beport on IinMan Cdn^ySimi T 
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and Lord Chelmsford made a beginning in the 
direction of governmental responsibility to popular 
legislatures. But they stopped far short of tliat 
fullness of responsibility in the constituent units, 
without which federal institutions cannot function 
satisfactorily. In financial initiative, they could 
not tear themselves away from their past. Their 
expressions sound very liberal ; but the actual 
accomplishment was meagre, if federalism was 
their goal. Thus, the needs of the Central Govern- 
ment are as supreme and decisive under the Re- 
forms of 1919-20, as they ever were before. These 
needs are by no means very modest. They ab- 
sorbed, before the Reforms, nearly 3/4 of theag- 
gregate revenues of the country. The authoS of 
the changes of 1919-20 make no secret of their 
conviction that these needs must be first served. 
What would it avail the provinces, if, thereafter, 
all that remained of the revenue resources was made 
over to them ? Very little, as a matter of fact, 
remained to sw§ll the provincial purse ; and out 
of that a stated contribution had to be made by 
each province to meet the estimated deficit in the 
Indian central finances. As that contribution was 
to rank as a first charge on the provincialised reve- 
nues, the arrangement made in 1920 gave to the 
provinces with one hand, and took back, — at least 
for a while,— -a goodly portion of it with the 
other. Where, then, lay the " advance ” claimed 
to be made by the new dispensation ? 


_ In the arrangements proposed bv the 
Reforms Report, the so-called divided h^ " 
of Revenue and expenditure were abolished. Land 
Reveime, Stamps, Excise were wholly provincial- 

St?' opium and Income Tax remain- 

ing wholly ^imperial. Of the productive depart- 
ments of public enterprise in India, the Post office, 
Mmt and Cu^ency, Telegraphs and Railways 
were made whoUy Imperial, while Irrigation Wofks 
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entirely provincialised. On the expenditure side, 
the central government charged themselves, gene- 
rally speaking, with the cost of defence, interest 
on that portion of the public debt which could not 
be charged to the provincial accounts, the expenses 
of their commercial services, hke the Railways or 
the Post Office, and such other items of the ordinary 
•civil administrative expenditure as remained di- 
rectly under the central government. The pro- 
vinces were made to bear ^ their existing depart- 
mental expenditure, together with the cost of col- 
i^ing provinckilised revenues, the cost of irriga- 
tion, famine charges according to a prescribed 
scale, . and interest on the debt charged to their 
account. 


This arrangement, when translated into' fi- - 
gures, on the basis of the latest available accounts, 
showed a considerable deficit in the central Budget, 
even on the then prevailing scale of expenditure. 
The authors of the Reform proposals sought to 
make the deficit good by lump sum contributions 
from the provinces, until the Imperial revenues 


■expanded— or new taxation was imposed — ^to make 
the deficit. As no other arrangement would 
leav^ each province with a surplus of its own, the 
Indian Government had perforce to agree to the 
sr^gertion, and not because they thought it to be 
es^ntially soimd. We shall revert to these con- 
tributions, and their modus opevcind-i later. Here 
let us note that the arrangement contemplated cer- 
tain _ limited powers of extra taxation by the 
provinces on prescribed heads, should a local 
government desire to improve its scale of adminis- 
tration. In the mam branches of revenue assigned 
feithem, they had powers to vary the rates of taja- 

in regard to the Land Revenue, wh%k 
-isr permanently fix^,, and ih: others 
time. As the Land-Revenue ■ in 
n®©eS’ is the mainstay, of the provincial 
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finance, the arrangement obviously tied the pro- 
vinces up far too much to entitle them to consider 
themselves as equal partners in a federation. 

The Government of India were quite positive 
on the question of the provinces’ right to borrow. 
“ The demand for entire liberty to borrow we can- 
not possibly accept; ” they declared sententiously 
in their Fiyst Ref'^rms Despatch, para. 62. The In- 
dian money-market had limited possibilities; and 
the Government of India rightly apprehended that 
the demands upon it in the years that followed 
would be heavy enough to need careful nursmg. 
They would, therefore, avoid all embarrassii^j^ or 
needless, competition from or among the provinces, 
and suggested laying down general rules to facili- 
tate as well as regulate provincial borrowing. 
Eventually, though the right to borrow has been, 
conceded in theory, it can be exercised under so 
many restrictions that the provinces find it the 
most economical to borrow through the Govern- 
ment of India. 

When the division of resources and obliga- 
tions, revenues and expenses, had thus been made 
between the central and provincial governments 
in British India, it was found that the Budg^ of 
the Government of India would show a deficit on 
the then existing scale of expenditure. That a part 
of the increased expenditure was due to the fall in 
■ the purchasing power of money seems to have 
escaped the attention of those who had the remo- 
delling of the federalised finance of India in their 
hands. They also overlooked, — or ignored, — ^the 
possibility of new or increased taxation by the 
Government of India to make the latter’s both 
ends meet. Hence they believed themselves to be 
forced to devise some kind of contributions from 
the Provinces for the purpose, subject to reduction 
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remission of the same when the rehabilitated 
finances of the Government of India permitted 
them to do so . The Committee appointed to 
advise on the problem was presided over by Lord 
Meston, a retired Indian Civilian, with some ex- 
j^rience of Indian finance ; and that body estimated 
the deficit in the Central Budget, after malcing all 
the adjustments on either side, to be Rs. 9 ■ 8,366 
crores. As under the new dispensation the re- 
sources of the Provinces had been increased, — ^in 
comparison, that is to say, to the resources at their 
Chsposal before the Reforms of 1919-20 ; and not 
^ comparison to the real needs of the provinces, — 
the Montford Report had itself prescribed the basis 
or dhe realised surplus ” for calculating the con- 
tnbution payable by each province. The contribu- 
tion appeared to the provinces inevitably in the 
tight of a burden, which, moreover, turned their 
seeming surplus into a deficit, even without impro- 
vmg those branches of administration and activities 
01 nation -building, which were placed in their 
casxge by the Constitutional Reforms in the hope 
that, under autonomous provincial adminis- 
, they would benefit. The old com- 
again, of the initial inequalities as between 
provmces w^ stereot3p>ed by this arrangement ; 
tor the reahsed surplus ” of the provinces was no 
rnore than the result of the forced economy practis- 
ed m wm-time, which could not justly and advan- 
tageo'^ly be made the basis for a peace-time Budget, 
especially on the principles of Federal Finance. 

The Meston Committee could not gainsay 
aU these arguments. They, therefore, fell back 
on the fact of the improved resources of the pro- 
ynmes, which they estimated to aggregate Rs. 18 *30 
They assumed that these additional re- 
were obtained at the cost of the C^ential 
.,.1^ ^ rather wide assumption, and 

timy' considered -it but fair that the latter cfinniri 
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obtain some relief, at least temporarily, from these 
beneficiaries of their liberality. The Committee, 
therefore, recommended the following scheme of 
contributions from the individual provinces in and 
for the year 1921-22. 

(N,B . — Figures are ia lakhs of rupees). 




C-mtribu- 

ST>endinff~ 


Spending 

tion re- 

power l<*ft 

Province. 

power 

commend- 

after the 


under the 

ed by the 

contribu* 


Ecforms. 

Me':‘to'»i 

tion was 



Committee. 

pHiti 

Madras 

576 

348 

2?8 

Bombay 

93 

56 

37 

Bengal 

104 

63 

41 

United Provinces 

397 

240 

167 

Punjab 

289 

176 

114 

Burma 

246 

64 

182 

Bibar and Orissa 

61 


61 

Central Provinces 

62 

22 

30 

Assam 

42 

16 

27 


A glance at these figures would suffice to show 
that the arrangement devised was necessarily con- 
ditioned by the then existing circumstances • and 
that there was nothing in it to mark it as a scientific 
scheme of Federal Finance in practice. They 
claimed, indeed, for their recommendations the 
advantages, not offiy of preparing the provinces 
gradually for utffismg their increasing resources — 
without which preparation there might be the 
'danger of mdiscriminate and wasteful spendin«r — 
but also of paying due attention to particular needs 
wher^er possible under the gliding princiSe 
accepted by the Committee. Thus, in the case of 
Burma, the contribution was fixed so as to allow 
the largest margin to the provincial government 
m view of the f^ that tiU then the possibUities of 
the province had been neglected by the local gov- 
ernment for want of adequate funds. In the S 
agam, of Bihar and Onssa, the Committee found 
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The local government is quite the poorest in India, 
and very special sldll will be required in developing its 
resources. Heavy initial expenditure lies in front of 
w^hat is still a new province ; and there is a wholly abnor- 
mal want of elasticity about its revenues. We cannot 
advise that any share of the deficit be taken from Bihar 
and Orissa in 1921-22 ; and we expect that the province 
will be sufficiently burdened by having to work up to 
its standard ratio of contribution in the same period as 
the rest of India.’’ * 


These contributions were, inter se, obviously 
unequal. While Madras, the United Provinces, 
and the Punjab contributed between them | of the 
total estimated imperial deficit, Bombay contribut- 
ed only 6J% and Bengal 5i%. But Bombay 
had a liigh s(^e of expenditure, which made the 
increase in its resources negligible. Bengal had 
relatively a low scale of spending ; but then its • 
revenues were inelastic. Moreover, both Bombay 
and Bengal contributed indirectly to the imperial 
revenues very much more than the other provinces? 
in the shape of the Customs Duties, and still more 
in the shape of the Income Taxes. The table no 
pi in -12 from the Lecturer’s work on the W^ik 
and TaxcMe Capacity of India, though somewhat 
out of date now, is sufficiently true to the mairt 
trend of the argument to be significant for our 
present purposes. 


*Cp, The Meston Eeport, para. 18 . 



Revenue raised in the various provinces of British India for central 
as well as Provincial Government Account according to the 

Revised Estimates for 1923 — 24 * 
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In view, however, *of the general inequality 
of the contributions in the years following 1921-22, 
the standard contribution recommended by the 
Meston Committee had to be worked up to by the 
seventh year, at the rate of progression as in the 
subjoined Table : — 


Name of f 
Province. 

Year, 


11 

III 

ly 

V 

VI 

VII 

Madras . . 

36| 

32^ 

29i 

26i 

23 

20 

17 

Bombay T! 


7 

8 


m 

12 

13 

Bengal . . 



10^ 

12^ 

16 

17 

19 

United Pi evinces 

24^ 

123J 

221 

21 

20 

19 

18 

Punjab . . 

18 


16 

m 

12 

10^ 

9 

Burma . . 






6^ 

6^ 

Bihar & Orissa , . 

« « 


3 

6 

7 

Bh 

10 

Central Provinces, 

2 


3 


4 


6 

Assam 



2 

1 

1 

2 

! 

i. 

2 

2 

2* 


To this the Committee added the soothing 
reflection that : — 


If the Government of India fulfil their announced 
intention of gradually wiping out their deficit, against 
any increase in the proportion which a province wUl be 
called upon to contribute from year to year, there will 
be set ofi a reduction in the total to be contributed/" 

The scheme advised by the Financial Rela- 
tions Committee, presided over by Lord Meston, 
■^a&'given effect to by what are known as the 
Devolution Rules, — a significant term in itsdf; 
We shah, meet one or the other of these rules in 
later Lectures. Here we must notice Rule XVIII, 
which, after stipulating for the contribution, as thus 
fixed, in each province in each successive year, 
goes on to add 


Meston Committee Report, paras. 28-29. 
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Wheu for any year tke Govemor-Greneral in Coun- 
cil determines as the total amount of the contributioix 
a smedler sum than that payable for the preceding year, 
a reduction shall be made in the contributions of those- 
local governments only whose last previous annual con- 
tribution exceeds the proportion specified below of the 
smaller sum so determined as the total contribution ; and 
any reduction so made shall be proportionate to such, 
excess. 


Madras 

Bombay 

Bengal 

Punjab 


. . 17/90ths. United Prov. 
• . 13/90ths. Burma 
. . 19/90ths. Central Prow. 
. . 9/90ths. Assam «« 


.. 18/90ths.. 
. * 6|-/90ths^ 
• . 5/90ths.. 
.. 2J/90ths^ 


These arrangements did not meet with any 
more approval from the provinces, than the main 
principles or the Meston scheme had done. The 
Government of India made concessions one after 
another; and at last, when their resources beg^ 
% 1925-26 to permit them to do so, they proceeded 
to remit these contributions gradually, till, by 
1927-28, all the contributions were completely 
renutted. The situation, however, is not even now 
all that it well nught be expected to be from the 
standpoint of scientific federal financing ; and it is 
not too much to hope that the constitutional 
revision of India now on the anvil will not fail to 
devote every attention it possibly can to this most 
vexed, most intricate, and withal most indis- 
pensable, problem of scientific financing as for a 
federation. 
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FINANCIAL FEDERATION IN REGARD 

TO INDIAN STATES. 

Though the provincial finance, as it at present 
obtains in India, cannot be called strictly speaking. 
Federal Finance proper, there is yet a great d^ 
in the arrangement which closely approximates it 
to the ideal of federalism. But the same can 
hardly be said in regard to the finances of the 
Indian States. From the earliest days of the rela- 
tions of the Indian States with the British Govern- 
ment in India, the former have been treated as 
autonomous rmits, independent at least for purpose 
of their internal administration. The Indian pro- 
blem, particularly in regard to the States and 
British India, is so utterly unique and peculiar 
that no known model elsewhere in the world can 
be said precisely to supply an analogy. We shall 
discuss these relations in outline, and endeavour to 
ascertain their Riding principles in the Lecture 
specifically dealing with the subject. Here it 
would suffice merely to observe that: though in the 
theoty of international law, even in so far as it is 
appHcable to these states in their relations with the 
British Government of India, they may be regarded 
as independent, autonomous units, there are Trea- 
ties, engagements, . conventions and precedents 
which have insensibly brought the Indian States 
into ever closer relations, in an undefined way, with 
the Government of India. The progress of those 
visible bonds of the Railways and Canals, Roads 
and Telegraphs, binding the several parts of India 
close together in a common whole, has not been 
achieved without the absolute exclusiveness of the 
Stat^ from the British Indian system being at a 
number of points undermined, weakened, and 
finally broken down. The approximation to a 
ffideral ide^ is, mturaUy, much more slender in 
me case of the Indian States than in regard to 
British Provinces. But that is sufficiently SpMn- 
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ed on grounds by no means intrinsically inimical 
to the ideal of a federation in India. While in the 
case of the British Provinces, with the exception 
of the three old Presidencies, aU of them are crea- 
tions of the Central government, the States have 
been mostly in existence apart from the British 
Government or its authority. While the Pro- 
vinces, old as well as new, derive all their financial 
powers and authority by concession or grant from 
the Indian Government, the States have each an 
independent financial system of their own, even in 
cases where they are themselves the creations 
of the British Indian Government, e.g. Kashmere, 
or Mysore. Among themselves, again, while the 
Provinces are, so far, if not absolutely equal, at 
least comparable with one another in respect of 
size and wealth and population, the States inter se 
are so varied in area and revenues, and the conse- 
quent importance, that no uniform treatment of 
them is at all possible. 


Given these conditions and peculiarities, it can 
bo no HKctter of surprise that the positioir in - India 
^>^8 no approximation to a federal anremgeineht’ 
H(e suiprise x^her is that, under these circum- 
stances, and without anybody having expressly or 
consciously intended or desired it, the course of 
evolution has in fact shaped itself so as to embody 
unmistakable germs of a sound federal organism. 
It has been already renmrked that the financial 
system of the States is, in each case, an independ- 
ent unit by itself. Yet there are numerous points 
at which the States’ financial systems, individually, 
as weU as cohectiyely, show links with the Bri- 
tish Indian Financial system, which, if somewhat 
less than those exhibited by any typical recognised 
or^nisation, are yet much stronger and 
those noticeable in the" finauhial rela- 
two wholly independent states. ‘ The 
■Sliest of’these links, in point of time, were thise 
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in regard to the Opium Treaties with the Central 
Indian or Malwa States, materially affecting the 
revenues both of the British Government and of 
the Indian States concerned. This leaves alto- 
gether out of account those treaties of Subsidiary 
Alliance, seeking to centralise the task of defence, 
which were concluded in the beginning of the 
nineteenth century with almost every important 
State; and which substantially affected the finances 
of the Company’s Government, as well as of the 
States on the expenditure side. These treatiei 
heralded the feeling of identity — or, at least 
harmony — of interests between the states and the 
Government of India, the logical conclusion o; 
which could only be a progressive trend to federal ■ 
ism. The series of Treaties which had to be 
concluded in respect of the main as well as branch 
lines of Railways passing through Indian States 
territories drew these bonds closer ; and those in 
regard to the salt sources in Rajputana, — which 
actually resulted in the Imperial revenues being 
materially, and even radically, affected by facili- 
tating the abolition of the Inland Customs Line — 
may fitly be taken to set the seal of federalism on 
the Indian financial organisation, taken collectively. 
The treatment of the Customs and the Excise 
Revenue did not attract any very considerable 
attention, while the principles governing these 
sources aimed at the utmost freedom of trade, by 
the lowest rates of duties, on the fewest number 
of articles of commerce. There have been treaties 
between Indian States and the Government of 
India to regulate the levying of Customs duti^ ; 
but these are either too old, or too* insignificant. 
The principles, however, which these treaties 

embody ; and the radically altered importance of 
the Customs Revenue in the Indian Budget as well 
^ the new principles governing that Revenue, 
hUfe, in recent years; attracted very considerable^ 
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notice and discussion, which must inevitably lead 
in the same direction of Federalism. And this 
discussion must rebound on other sources of re- 
venue as well as expenditure, the final solution for 
which all will not be found except in the consum- 
mation of the principles already at work. On the 
side of expenditure the function of Defence is prac- 
tically centralised. Some Indian States stiU main- 
tain their own armies; but the real defence value of 
these units is apt to be exaggerated by these States. 
On the whole, the analogy of Germany may well be 
quoted in this connection, if only to point out that 
the points of contact between the several independ- 
ent and autonomous German States in the nine- 
teenth century, until the achievement of a federa- 
tion in that country m 1866 — 70, were by no means 
greater or more numerous than are already notice- 
able in India. The same force of circumstances 
seems to be pressing upon our several governments, 
which must eventually compel them to seek 
salvation in federation. The Government of India 


enjoys, it is true, an entrenched position in many 
particulars, which is hardly paratteUed in any - 0 
country. But the history and importance of Prussia 
in North Germany before the Wars of 1866 and 
1870 may well be instanced to emphasise the 
modem and inevitable trend of development even 
in regard to this country. The Provinces will, for 
their own reasons force the Government of India 
to adopt financial federalism in a more liberal 
measure than ever before. And the rearrangement 
on federal lines, whatever it be, wiU be neither 
complete, nor logical nor satisfactory if it leaves 
out the States. 


The position of Municipalities and othe- 
purely - loml . gpverning^^ bodies is omittedv; bea 
, in any likely scheme of iqde|atipn -whicj^^ 

to-^^ the^ wp l^;r^arde4: 
^ ihere ^ of provincial govemmente,; 
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not entitled to rank on a par with them. Per. 
sonally, I think the provinces are anomalous 
and heterogeneous ^ to such an extent that we 
may well regard them as being the fifth wheel 
of the coach. Hence the demand for a redistri- 
hution of the existing provinces on a line^ of 
division which will assure some measure of 
homogeneity in each such reconstituted province. 
It is probable that in such a scheme of recons- 
truction, the principal cities of India will have to 
be made into independent, autonomous, equal 
Tinits with the provinces. And the reasoning 
which brings about such a rearrangement may, 
if carried to its logical conclusion, dispense 
raltogether with the provincial govemments- 
making the entire country consist of a close 
federation of a large number of municipal and 
district imits. This may also help to solve he 
problem of the varying size and wealth of he 
Indian States. But whether or not that con- 
summation is -reached, for the moment, I thmk, 
we must consider the provinces and States to be 
accomplished facts, which must be reckoned 
with m any proposal for federation.* 

SUMMARY. 

Further consideration of this topic must be 
postponed until we have reviewed the finanrial 
position of India, the Provinces, and the States. 
Here let us briefly sum up the salient features of 
"the Indian Financial organi^tion in principle an d 
■practice:— 

i(i) There is, as yet, no absolute, clear-cut, 

division of resources and obligations, even 
as between the Provincial Governments and 

* Op. on this for subject of the place of Municipalities 
in a federation, an aciacle by the present miter under the 
4ame title in the Calcutta Municipal Gazette of Norember 
17th 1928. 
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the Government of India, following an 
equally clear-cut division of powers and 
responsibilities. 

(2) Such division as has already been made is not 

in accordance with any well thought out, 
co-ordinated, scientific principles of federal 
financing, but rather the growth of past 
history and convention that is rapidly be- 
coming a misfit for our altered conditions 
and ideals. 

(3) Whether or notan absolutely clear-cut division 

of resources and obligations is possible, the: 
Indian States can no longer be left out. 
The final arrangement, whatever it is evolv- 
ed to be, will have to be tripartite as 
between the Government of India, the 
British Provinces and the Indian States, the 
interests of aU these being considered to be 
essentially identical, and so secured equally 
in a well -planned and co-ordinated system. 


i 



LECTURE III. 


Review of the Public Revenues in 

British India. 


I Division leiween Imperial and Provincial : Pro- 
gress of the aggregate. 

The public revenues of the Central and Pro- 
vincial Governments in British India are reviewed 
in this Lecture, with a view, by an analytical exa- 
mination of their sources, to determine which of 
the sources are best suited to be federal items of 
revenue, and which provincial. J have avoided 
the alternative method of considering the central 
firances apart from provincial finances, not only 
becanse that method would not yield quite the 
result we must have, but also becmxse it is lilcely 
to emphasise needlessly a sentunent of rivalry or 
jealousy as between the several provinces, which 
we cannot do too much to avoid. 

The public revenues of British India, since 
the constitutional Reforms of 1920, show the 
following Progress : — 


* Year 
Accounts. 
1921-22 
1922^23 

1923- 24 

1924 — 23 


1825 ^^ 




• « 

* • 



Imperial. Provincial. Total, 

Its- Es. Rs. 

1,15,21,50,317 70,43,03,736, 185,64,54,053 
121,4129,156 75,73,85,238 1,97,15,14,384 
1,32,78,64,527 78,85,09289 2,11,63,73,916 
1,37,53,18,119 8128,18.082 2,18,8126,201 
1,^,17,30^492 87,5120,130 220,68,50,622 
1;S129,99.799 ^,43,15258 218,13,15,693 


• Mmates 
1928-29 


1,27,73,^,000 90,9924,742 

'A 



Budget Esti- 
mates. 129,64,75,000 91,12,91,000 2,20,7726,000 • 

' ' 1 ■" ' ______ 

. . figures are taken, upto 1926-27, from Decen— 

nm StattshcTl Abstract for British India (1917-18 to 1926-27> 
aiM tuCTeafter - from tiie individuid Budgets. Only nin^ 
provinces are incinded in the last four veaxs. *- K 
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For purposes of effective comparison, the 
period since 1921-22 is the only suitable one, as 
the new principles ot India’s constitutional organi- 
sation have come into practice only since that time. 
To those who would study the organic growth of 
the problem as a connected continuous process, 
the account in the preceding Lecture would serve 
as an introduction at least. The choice of period 
is not intended to suggest that the past is not worth 
stud5dng. 

Before considering these figures from a fe- 
■deral financial standpoint, let us note that the 
figures of the Imperial Indian Revenues include 
•onlj’^ the net revenue from the so called Commer- 
cial Services under the Government of India, viz., 
the Railways and the Post Office. Tlie working 
expenses for these services are deducted from their 
gross receipts ; and the Indian Budget, therefore, 
takes cognisance only of the surplus. The total 
revenue and expenditure figures in the Imperial 
Budget would, therefore, have to be increased, in 
round figures, by 80 erbres before the student can 
have ah accurate idea of the volume and proportion 
ci : Ihe^ expenditure. Since the 

separation of the Railvt’ays Budget from the ordi- 
nary Budget of the Government ofindia in 1025-26, 
the latter only gets the benefit of the net contribu- 
tion from the I&,ilways to the public purse ; but for 
purposes of accounting, the credit talcen m the 
imperial Budget on the Railw'ay Revenue Accoxmt 
includes also the interest &c. on Railway account 
paid by and through the Government of India. 


The changes in the aggregate, both in the 
provincial and the Imperial, revenues are consider- 
able and noteworthy. The aggregate of the com- 
bined account ^hows a growth, wtuch may ‘welTbe-, 

just m^sure of the revenue /^fah^op 
®^P:l^fhitry coHeCtively considdreS. "We do 



value of the standard money of the country, which 
in reality, must have substantially affected the 
financial position. At the beginning of the period^ 
the standard of money in the Indian Empire, the 
Rupee, was valued by law at 2 shillings in exchange 
W'lth English money, as against the pre-war ratio 
of i6i. to the rupee. But in 1927 the legal ratio in 
exchange was fixed at iSd. per rupee. The actual 
■exchange value of the rupee had fluctuated con- 
siderably ; but from the beginning of the period 
here reviewed it Imd tended to approximate to 
i 6 d. gold. How far these changes in the official 
jratio of exchange, and variations in the actual 
purchasing power, of the rupee affected the budgets 
of the Central as well as the Pro\Tncial Govern- 
ments, it is not the purpose of these Lectures to 
enquire. Mention, however, has been made of 
this factor at this stage for reasons which would be 
obvious in the course of the series. 


1 he only common link between the Imperial 
-and the Provincial Budgets was, while it lasted,, 
tlmt of the Provincial contributions. Entries there 
.are in every Budget of miscellaneous adjustments 
^tween the provinces and the Government of 
India ; but, apart from the Provincial Contribu- 
tions, these do not materiaUv affect the real finaTvrial 


position. When the Imperial Government’s 
finances begto to improve since 1925-26, the pro-r 
'vincial contributions were progressivelv remitted^ 


^s 


IS one 


in the figures of revenue in the provinces' 
the GoTernm^t of Indk. 

-eminent of India sacrificed in this 
^Provinces have gained, though not, of course, all- 
in the same degree. The Proidncial contributions' 
:ampunted at their maxiiiiUm to about To crore^ 
which, being removed froin the high-water inarkC 
of the Central revenues in 1924-25, shows a net^ 
■fall in those revenues of less than 8 crores W 
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between the accounts of 1924-25, and the Budget 
Estimates of 1928-29, The improvement in the 
aggregate Provincial revenues during the period is 
over 20 crores. This is partly an indication of 
either additional taxation in the provinces, or of 
an improvement in the existing sources. As we 
shall see later on in this I^ecture, there has, no 
doubt, been some additional taxation, either in the 
shape of new taxes from among those allowed to 
the provinces, or in the form of increased rates in 
existing taxation. Improvement in the existing 
provincial sources of revenues at the same old 
rates is relatively insignificant ; and in individual 
cases there, has been a decline also, due either to 
the accepted policy, e.g. in regard to the Excise 
Revenue, or to a readjustment of revenues 52, 


In the. c.ase of the Imperial Budget, there have 
been noteworthy sacrifices, besides that of the 
contributions from the provinces. They include 
abolition of the cotton Excise Duty, (Rs. 2 crores) 
reduction of the salt duty (3 crores) and readjust- 
ments in the Customs Schedule and reduction in 


the Income Taxes as also reduction of railway ' 
rates and fares. The general depression in trade 
has also affected the imperial revenues, even more 
prejudicially than in the provinces. Nevertheless, 
there has, on the whole, been a steady improve- 
ment in the revenue position of the Central Gov- 
ernment, due chiefly to better administration and 
some stabilising factors set into operation for the 
benefit of imperial finance. There is, for example, 
the concealed taxation in the increased exchange 
value of the rupee, which makes substantial savings 


HI respect of the Home charges of the Govem- 
ihent of India. The Imperial Government haCs. 
also received .some windfalls, in the shape, fof exam- ' 
the proceeds of the enemy ships sold duiifig^ 

f W^. But these have been ^[^modic, and ' 
juld have been more* than sv^^ow^ tip by the 
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sacrifices above named. The aggregate improve- 
ment, therefore, must be ascribed to better ad- 
ministration. Customs and the Railway Revenue 
despite readjustments have been the main contri- 
butories to this improvement, which promises to 
be lasting. The revision of the entire Indian re- 
venue system with a view to its scientific organisa- 
tion has been long overdue ; and actually a com- 
mittee of experts have I'eported on the subject 
during this period. If the revenue position shows 
a substantial improvement, in spite of thi.s short- 
coming, the prospect cannot be held to be too 
gloomy. And when the readjustment of the entire 
revenue system takes place, in due correlation with 
expenditure requirements, it may reasonably be 
expected the distribution of revenue resources 
between the Imperial and Provincial Governments 
would be similarly revised and recast. 

The relative proportion between the Imperial 
and the provincial governments is also noteworthy. 
Taking the Imperial revenues in the way they 
are now given, the provincial revenues, even at their 
present improved level, are in the proportion of 
9 : 13, or about 41 per cent, of the total revenues 
of British India, while the central Government 
claims over 59 p.c. This compares not very un- 
favourably with the position of the States’ finance 
in some of the other great federations of the world 
as shown by the following table : — 

iBevenues in nuUion.j 


* Percentage of Total Tax Eevenue. 


Central [ P. C. States’ P. C. 

or of or of Total. 
Ilnperial. Total. Provincial Total. 

4,129.30 66.6 2,078.63 33.6 6,207:92 

8,147.9 81.0 1,907.36 19.0 1,00,66.26 

72.28 41.6 101.42 68.4 173.70 

398.696 74.0 143.975 26.0 642.670 


25.3361 73^ 9.20l| 264 | 34.637 


Oonntry. 

IJjlited 
States . $ 
<JermanyMks. 
Australia. £ 
Canada $ 
Union ot 
South 
Africa £ 


126 


The percentage of Imperial or Federal reve- 
nues is the highest in Germany, and the lowest in 
the Australian Commonwealth. The tendency, 
however, seems everjwi^here to be to increase the 
central revenues, if not uniformly at the expense 
of the local or provincial revenues, at any rate by 
devising additional means of income. The normal 
position, morever, seems to leave to the federation 
far larger margin of revenue resources, usuallj’’ 
from 2/3 to 3/4 of the total public revenues in each 
federal state, than to the federated units, which, 
among them collectively, get from one-fourth to 
one-third, — some times much less, — of the aggre- 
gate income of the State. This is as it should be, 
since the federation is formed to promote most 
effectively the material interests of the community ; 
and that cannot be achieved without adequate 
resources. On the other liand, the no less urgent 
and far more abiding problem of social reform 
and reconstruction on more human and equitable 
lines,including a gradual if indirect redistribution 
of the wealth of the community, must be left to the 
provinces. And these, in their turn, demand ever 
expanding revenues. Whether it is the problem 
of universal education in the state, or of relief of 
destitution, or provision of industrial insurance, 
old age pensions, unemployment doles, — ^the task 
must necessarity be left in a federation to the con- 
stituent states. The federal authority may in all 
these and like matters laj^ down, at most, general 
priociples for the guidance of the administration ; 
but the actual administration must be left to the 
provinces. The Indian experience m regard to the 
relief of Famine, ever since the beginnings of the 
idea of decentralised finance, furnishes a model 
worth considering. The German precedent, oft 
the other hand, of extreme centralisation may be 
discoimted, in part at least, as being due to ex- 
traneous circumstances of a purely international 
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political character. When the forces of the mo- 
ment disappear or weaken, Germany may be 
trasted to revert to the standard pattern of federa- 
tions, in which all these services, and the corres- 
pondirig resources to supply them, will be claimed 
by and allowed to the states making up the federa- 
tion, and not to the federation collectively. 

In regard to India, the combined revenue 
position of the Central and Provincial Government 
is represented in the following table : — 



128 


Statememnt of Revenue Actuals for 1926-27. 


(2^.5.— The figures are in thousands of rupees.) 


principal heads ot 
Revenue. 

India. 

Bom- 

bay. 

H 

Bihar So 
Orissa. 

Buhjah. 


Rs. 

Es. 

Rs. 

Rs, 

Es. 

'Customs 

47,38,10 

• • 

• * 

• • 

• • 

Salt . . • • 

6,69,81 

• # 

• ♦ 

» • 

• • 

Opium 

4,33,13 

« • 

« • 

• • 


TMbutes fromlndian 

. 83,52 
15,64,96 





States 


• • 

• • 

• « 

Taxes on Income .. 


2,17 

3,24 

4:j02 

Band Revenue 

41,00 

4,66,95 

2,32,87 

1,69,21 

3,21,26 

Excise 

411,32,17 

4,09,39 

1,35,45 

1,97,34 

1,24,31 

^Stamps • • • • 

26,68 

1,67,57 

61,45 

1,07,12 

1,13,27 

Eorest 

23,57 

76,56 

63,21 

8.44 

* 

39,08 

Registration 

1,57 

12,04 

6,47 

15,42 

9,11 

Scheduled Taxes . . 

• « 

i 

19,55 

• m 

• • 

• • 

Total 

• • 

11,52, 06 

4,91,64 


6,11,05 

Irrigation and Navi- 
gation (including 
local railways) . . 

10,25 

49,24 

i 

1,69 

24,24 

3,79,79 

T)ebt Services 

4,08,59 

1.68,13 

2,48 

9,32 

8,79 

Civil ySLdminifitration 

86,05 

69,10 

20,16 

25,60 

45,50 

Civil W ork s 

15,78 

16,38 

5,10 

6,49 

4:, 89 

Provincial Contd- 
butions and mis- 
cellaneous adjust- 






ments between 






Central and Pro- 
■vincial Govern- 





I 

ments . . 

5,17,75 

4,03 

7 

37 

i • * 

Extraordinary items 

60,10 

2,58 

4,52 


94,69 

Railway Revenue . . 

34,07,08 

9 • 

• • 

• • 

• • 

Miscellaneous 

60.01 

34,54 

7,67 

7,22 

26,72 

Currency So Mint . . 

86,05 

• • 

• • 

• • 

• ♦ 

Military Receipts . . 

4,94,68 

• • 

• • 

• • 


5oial Ordinary Re- 

1,31,69,9' 



- 

ll,7l,4!3 

venue . . . . 


6,29,50 

6,73,96 


The above accounts of the provinces are taken from the 
Budget statements of the respective provinces for 1928-29, 
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(N,B — The figures are in thousands of rupees). 


Principal heads of 
Revenue. 

United 

P. 

Burma. 

Madras. 

i 

1 

Bengal. 

Assam. 


Rs. 

Rs. 

Rs. 

1 

Rs.. 

Rs. 

Customs 

• • 

« m 

• * 

• • 

• • 

Salt * • • • 

• * 

9 • 

• « 

« • 

• m 

Opium 

* • 

# • 


• # 

0 0 

Tributesfrom Indian 
States 


m » 

• • 

\ 

i 

• * 1 

0 0 

Land Revenue 

6,87,97 

5,22,93 

7,54,31 

3,11,18 

1,06,72 

Excise 

1,30,99 

1,32,88 

5,10,52 

2,25,17 

71,93 

Stamps 

1,69,29 

65,83 

25,23,07 

3,31,60 

23,66 

Eorest 

52,28 

2,17,35 

56,24 

31,24 

31,67 

Registration 

13,31 

6,38 

40,52 

38,60 

2,28 

Scheduled Taxes . . 

• • 

* • 

1 

i 1 

• • 

16,91 

* .* 

Total . . 

10,53,86 

9,59,71 

16,18,55 

9,54,60 

2,41,08 

Irrigation & Navi- 
gation (including 
local railwaysj . . 

1,00,18 

23,84 

—41,05 

1,37 


Debt Services 

9,23 

11,68 

20,86 

4,11 

1,01 

Civil Mministration 

44,84 

47,77 

60,24 

74,02 

8,54 

Civil Works 

3,92 

13,12 

8,37 

6,03 

4,30 

Provincial Contribu- 
tions & miscella- 
neous adjustments 
between Central & 
ProvinciaiGovern- 
ments 

• • 

1 

1 

j i 

» 

1 

• * 

*1 

1 

1 

» « 

5 

Extraordinary items 

30,54 

3,20 

• * 

• • 

. • 

Railway Revenue . . 

• • 


* 

# 0 

m 0 

Miscellaneous 

41,111 

69,25 

16,70 

, 20,22 

3M 

Currency So Mint . . 

1 

# • 

w • 

* * 

1 

• « 

. * 

Military Receipts *. 

• • 

- 


* « 

• • 

* » 

1 

Total Ordinar 
Revenue 

12,89,70 

1 

10,56,27 

16,83,68 

10,60,36 

2,68,49 


N.B,— The above accounts of the provinces are taken jErcto thti^ 
Budget Statements of the respective provinces for 1928-29. 
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» 


Considering these sources senatm—sind 
taking the Imperial side fii-st,— we find the Customs 
Revenue to be the most considerable single item 
of the aggregate Indian revenues. Its present 
importance is only a post -war creation : and the 
principles which now govern it * are likewise of 
recent evolution. But even now the customs 
revenue of India must be pronounced to be the 
result mainly of a tariff adjusted for reasons of 
securmg growing revenue. It consists of duties 
l^h on imports, — including raw materials and 


Percentage of Total Tax Revenue. 


j, . Tax Head. 

1883-4.° 

1893-4.° 

1903-4. 

Land Revenue 

• 

63.15 

46.71 

42.76 

Customs • . 

2.98 

3.27 

9.21 

Excises 

25.07 

26.61 

24.97 

Income Tax® 

1.32 

3.39 

2.92 

Transactions and Fees® , . 

9.47 

9.69 

9.39 

Probate Duties® . . 




Local Taxation (Capita- 



* • 

tion Tax. etc.'i 

8.01 

10.63^ 

10,76 

“Tax Head. 

1913-4.° 

1923-4.° 

1928-9.' 

Land Revenue . . 

35.42 

20.75 

24.0 

Customs , . 

12.99 

24.30 

33.6 

Excises . . . . 

22.92 

21.67 

17 6 

Income Tax® 

3.62 

12.30 

11.5 

. Transactions and Fees® . . 

10.89 

9.03 

13 5 

Probate Duties . . 

0.18 

0.15 

00 0 

Local Taxation (Capita- 



w • \J 

tion Tax, etc.)® 

14.08 

21.70 

9 • 


, nps 

'‘H 


™ jni® subjoined table is ta.ken from the Report to the 
Taxation ^mrnttee and is highly suggestive. The deflm- 
ticm of a Tax, head is, of course, that oftheCommitteea- 
for the years upto 1923.2i. For tiie last column we 

account the figures of local taxation. The 
j^opoTOOfi to that extent incomparable* 
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manufactured articles, — and experts ; and among 
the latter may be our natural monopolies, like jute, 
or others like tea, or rice, or hides. The 'protec- 
tionist influence is no doubt at work ; but in very 
few cases, and these not of the most considerable 
in the volume or the value of trade. The duty is 
paid, indirectly of course, by every citizen of India, 
whether resident in British territory or in the 
Indian States. And this constitutes one of the 
gravest peculiarities of the Indian financial s\^stem. 
The problem of the Customs Revenue adjustment 
and redistribution, complicated particularly by the 
demands of the Indian States in that behalf, will be 
discussed more fully m the Lecture dealing with the 
Indian States’ finances. Here it is enough to add 
that, normally, the Customs Revenues ex- 

clusively federal item of public incomd 'in all 
modern fedeiations, though local taxes on the 
import or export of goods within local boundaries 
— in the nature of purely inspection fees, or con- 
sumption taxation of very small incidence, — is 
allowed to the constituent units in many cases. 
The federation, however, is forbidden, usually, 
the lecy of any duty on the exports from any state 
within its jurisdiction ; and also any invidious dis- 
crimination, as regards interstate commerce, be- 
tween one state and another. Transit duties are, 
similarly, rigidly prohibited, either to the constitu- 
ent states, or to the federation, in the obvious 
interest of internal trade and economic develop- 
ment ; though port duties by port authorities, and 
non -refundable terminal taxes by municipal bodies 
are getting into vogue. 

In all these respects, the Indian Customs 
revenue shows one or the other peculiarity, which 
makes our problem more complicated than any- 
where else. Contributing to-day some 50. crores 
^ound figures, out of a total net imperial revenue 
of 130 crores in round terms, the Customs Revenue 
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is naturally the most important single item in the 
Budget, and its main prop. Its importance is 
enhanced by its contribution in the economic deve- 
lopment of the nation, while its political significance 
is emphasised by the increasing intensity of the 
claims of the Indian States for a share in this re- 
venue. As between the different provinces, the 
share of the Imperial Customs revenue contributed 
by each is all but impossible exactly to determine, 
though a comparative table elsewhere in these 
Lectures has made the attempt at an approxima- 
tion.* The provinces, however, cannot havh the 
same grievances, infer se, in regard to the monopoly 
of the Customs rex^enue by the Imperial Govern- 
ment, as the States might plausibly urge. But if 
che Customs revenue operates to tax a considerable 
portion of the wealth of a single province, in con- 
tradistinction to the others,— i!.g. the export tax 
on Jute from Bengal, Tea from Assam, or' Rice or 
Petroleum from Burma,— that province might 
legitimately ask for special compensatory treat- 
ment. We shall notice such claims when we come 
to discuss the provincial revenues. But we must 
notice here the recommendation of the Taxation 
Enquiry Coimnittee in regard to Export Duties : 

“ Oa the whole, it may be said that export duties 

provide a possible balancing factor, but one to be em- 
ployed only in the last resort.” 


The committee’s recommendation is, of course 
in connection with their general scheme of tax- 
reform and readjustment, which includes internal 
redrafting of the Customs schedule involving con- 
siderable remission or reduction. In some cases 
by a majority if not unanimously, they recommend 

' « ‘ * I?, i. ' 


*. Cp# {IrTltC p. 111-12. 

4 ' 


rf the Report ot the Taxation 
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€ven an addition to tlie list of export duties, on 
oilseeds: From the point of view of distribution 
of revenue resources among the constituent units 
of a federal state, their suggestion about making 
export duties a balancing factor is, however, seri- 
ously open to question, for reasons of which they 
themselves are by no means unaware. They have 
themselves opined : 

“ It is tindesirable for both Imperial and Provincial 
Governments to be interested in a tax of the natnre of 
• an export duty, since such an interest renders it doubly 

difScult for the trade concerned to secure amelioration 
•when it is due.” * 

The particular consideration prompting this 
reflection is very narrow. The proposition cannot, 
■indeed, be universally accepted that the mam, if 
not the only, purpose of an Export Duty is to 
benefit the industry taxed by devoting the proceeds 
of that tax to that purpose. Such an appropria- 
tion or ear -marking of particular revenues in 
advance militates against the principle of the 
integrity and solidarity of a state ; and tends to 
engender vested interests ivhich cannot but be 
condemned. But even apart from the interests of 
a given industry, the general economic principle 
governing the imposition of an export duty — in 
unitary as well as federal states, — is too sound to 
be safely neglected. Export duties can only be 
’ levied advantageous^ on the natural, practical 
monopolies of the exporting and taxing country, as 
jute is in India ; and then, too, for revenue pur- 
poses only. The admixture of a pro! ionist 
element in such a duty, — e.g. the suggested duty 
on the exports of oil-seeds from India, or on cotton 
—is, while not absolutely inadmissible or invariably 
injurious, liable to be abused, smd calculated to 
create recriminations between the federal and the 


* Op. cit. Ibid. 
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provincial authorities, which cannot be avoided 
too rigorously. Taxation of exports, particularly 
of raw materials or accessories of industry,^ can 
only be beneficial in a protectionist regime, if, side 
by side with the taxation of such exports, measures 
are adopted effectively to promote the manufac- 
turing industry in which such exports would be 
required. 1 he export duty on hides, for example,, 
has not proved a success in India, mainly, I think,, 
because no steps were simultaneously adopted to 
promote the leather industry in the country. 
By taxing our exports of this material, we only los t 
a good market for our produce, without in any wa-y 
benefiting our labour or capital, as we might have 
— had we taken steps at the same time effectively 
to promote leather manufacture in India. Even 
in the case of the export duty on raw and manufac- 
tured jute, except for the revenue derived from that 
source, we cannot claim the tax to have been a 
success from the stand-point of developing an 
industry. It is true, the financiers of the Indian 
Government have never contemplated this particu- 
.Eu: taxation from any other stand-point except 
ffevehiie,— -eWn by way of an arriere-pensee — such 
as might have been intended bj? a protectionist 
financier seeking to develop the manufacturing of 
this particular product to the full extent of our 
productive capacity in that material. But that is 
no reason to overlook the implied rationale of such 
a statement as that of the Taxation Committee 


quoted above, which aims at using part of the 
proceeds of such taxes for developing the industry 
concerned. Subsidies may, for example, be direct- 
ly granted to promote such an industry. In this 
way' intensive protectionism may embrace almost 


eyeiy raw material of industry, of which the taxing 
e^lS^^y produces a considerable proportion of the 
1^^ri#{#apply. But unrestricted protectionism of 
this kind vi4l, in, a federal organisation, be soon 
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brought up into sharp conflict with the economic 
interest of the producers of such raw nraterial, and 
the financial interests of the local governments of 
those areas — not to mention the additional conflict 
of interest between the manufacturers and the pro- 
ducers of the raw materials. The conflict in the 
case of India is likely to be much sharper than that 
in any other federation, given the variety of interests 
and jurisdictions ; and hence the unwisdom of the 
suggestion of the Taxation Committee. 

Next in order of importance to the Customs 
Revenue in the Imperial Indian Budget, is the item 
of the Taxes on Income, comprising a moderate 
graduated tax, on non -agricultural incomes, over 
Rs. 2,000 per annum; a super-tax on incomes 
exceeding Rs. 50,000, and a flat rate of taxation on 
the profit of Joint-stock Companies, which is 
very similar in its nature to a Corporation 
Tax. The taxation of incomes differs, in almost 
every material particular, from the Customs Re- 
venue. While the latter is an indirect, — -and 
therefore often an unperceived burden, — the former 
is a direct tax par excellence. While the graduation 
and adjustment of Customs Duties provide endless 
occasions for an admixture of motives other than 
those of securing a revenue, the taxes on Income 
and property have one unique aim : Revenue, 
Customs Revenue, no matter how and why levied, 
is in all federal states a central income; but, at least 
in theory, the direct taxation on the wealth or in- 
come of the citizens is preferably entrusted to the 
constituent states. True, the inroads of the federal 
exchequer on this once jealously guarded source of 
state revenues are growing rapidly ; and to a degree 
that practically amounts to an ousting of the state 
jurisdiction from this once its close preserve. True, 
likewise, the motives in many countries for the 
prevailing heavy taxation of income and property 
are not exclusively those of revenue collection. 
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and makes the taxation of incomes an Imperial 
item. Says the Montagu- Chelmsford Report on 
the Constiiuiimal Rejotms in India, and in regard 
to the Income-Tax. 


‘‘We see tT»o very strong reasons for making this 
an Indian receipt. First there is the necessity of main- 
taining a uniform rate throughout the country. The 
inconvenienceSj particularly to the com.mcrcial world, 
of having different rates in different provinces are mani- 
test. Secondly, in the case of ramifying enterprises v ith 
their business centre in some big city, the province in 
which the tax is paid is not necessarily the province 
in which the income was earned. We have indeed been 
told that income-tax is merely the industrial or profes- 
sional complement of the land revenue ; and that to 
provincialise the latter, while Indianising the former, 
means giving those provinces whose wealth is more 
predmihantly agricultural, such as the United Provinces 
and Madras, an initial advantage over a province 
^e Bombay, which has very large commercial and 
industrial interests. Another very practical argument 
is that the tax is collected by the provincial agency, 
and that i£ provincial governments are given no 
inducement, * * * there will be a tendency 

to slac^ess in coUeotion and a consequent falliaty off 
in receipts. W^e admit that these arguments have 
force ; but we are not prexiared to let them stand 
in the way of a complete separation of resources.’ 


They were obsessed, unduly in my judgment 
by the mischief of the so-called divided heads ^ ' 
of revenue, divided as between the Imperial and 
the Provincial Governments. In their search for 
a complete separation of resources, they refused to 
be swayed unduly by considerations of equalisation 
as between provinces, so far at least as to equalise 
ever}' item of revenue, it was, of course, impossi- 
ble to argue, while the Provincial Contributions 
continued, that a complete separation of resources 
had been attamed ; and even after the complete 
extmction of these contributions, the severance of 
the two schedules of revenues is by no means 

Op. cit. para. 203« ~ 
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perfect. The Meston Committee on the adjust- 
ment of financial relations, consequent on the 
Cons+itutional Reforms, had to accept the govern- 
ing principle as laid down by the authors of the 
Constitutional Reforms; and so they had no option 
but to assume the Income Taxes as in Indian 
Imperial source of revenue. But when they came 
to give ehect to these Reforms and recommenda- 
tions, they found that the injustice as between the 
provinces by the complete Indianisation of the 
Income Taxes was so great as to demand a modi- 
fication, Hence the evolution of the Devolution 
Rule XV: 

“Whenever the assessed income of any year sub- 
sequent to the year 1920-21 exceeds in any Governor’s 
province or in the province of Burtna the assessed income 
of the year 1920-21, there shall be allocated to the local 
government of that province an amount calculated at 
the rate of 3 pies in each rupee of the amount of such 
excess.’’ 

This, however, brought no real relief— nor 
made for a more equitable adjustment— as between 
several pipvinces, as is but too clearly evident 
from the subjoined table — 


Taxes on Income,'" 

1921-22. 

1922-23. 

1923-24. 

India 

Madras 

Bombay . . 

Bengal .. 


1 ,00,24,120 
1,32,22,921 
7,88,63,144 
3,25,25,167 

95,47,620 

1,70,71,299 

6,34,35,749 

6,03,19,439 




89,17,763 

72,09,384 

1,48,22,749 


, 40,86,210 
56,52,984 
8,35,879 

58,82,328 

59,92,853 

9,16,178 

47,36,^ 

14,37,366 
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Taxes on Income, ° 

1924-2.9, 

1925-26. 

1926-27. 

India. 

91,04,478 

96,23,623 

1,07,68,640 

Madras 

1,31,56,366 

1,41,38,701 

2,02,44,13.8 

Bombay . . 

4,03,77,094 

3,50,49,017 

3,22,17,760 

Bengal 

5,54,73.933 

5,93,60,314 

5,55,07,491 

United Provinces . , 

78,87,089 

80,53,797 

71,49,215 

Punjab 

60,67,102 

66,23,275 

66,67,445 

Biirina 

1,78,33,464 

1,86,39,974 

2,06,87,674 

Bihar & Orissa . . 

41,46,926 

37,05,441 

67,73,617 

Central Provinces , 

50,85,167 

36,14,187 

39,48,984 

Assam 

23,79,560 

19,04,040 

34,41,321 


Viewing the entire scheme of the division of 
resources as a whole, the reflection is unavoidable, 
— and the Meston Committee on Financial Rela- 
tions were themselves the first to record it,™ that, 
in view of the peculiarities of the Indian Income 
Tax, which is charged only on non-agricultural 
incomes, and considering the wholesale provincial - 
isation of Land Revenue, it would be impossible 
permanently to keep out the provincial governments 
from some form of direct taxation upon industrial 
ahd coihraercial earnings within their own jurisdic- 
tion. In other federations, where direct taxatibEfir 
Of all income — ^agricultural or non-agricultural — 
practised by the federal authorities, the States 
Govemrnents either levy an income tax of their own 
distinct from that of the federal Government, as in 
the United States, Australia, or Canada ; or, on the 
standard uniform income-tax levied by the central 
government, an additional percentage is imposed 
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for the bene;6t of the several provinces, as in 
Prance ; or a definite proportion of the same 
-common income-tax receipts received by the 
federal government might be allotted to the several 
provinces. The first alternative, however, would 
intensify the evil of overlapping taxation by more 
than one authority, and the second device is 
applicable only “ where the income tax machinery 
is directed to taking, either by reference to the 
source, or by reference to the destination of the 
income, and not where a combination of both 
methods is adopted."* The third alternative, 
the least troublesome, if we could only agree to 
on the governing principles according to which 
division should be made. The American devices, 
moreover, of special corporation taxes, or “ Fran- 
chise ' ’ taxes ; or the General Property Tax, or 
•even the increased Death Duties, do not seem to be 
practicable in India, for the same reasons that made 
the Income Tax initially an Indian item. In re- 
gard, how’ever, to property, — personal as well as 
real, — ^which is fixed in one province only, there is 
no reason why a tax on such propertj^, — on sale, 
■or transfer, or succession, — should not be imposed 
by the Provincial Governments, if the latter find 
their other resources inadequate to their irreducible 
requirements. The question, indeed, of a double 
incidence of taxation might affect this arrangement 
seriously. There are forms of wealth, income or 
property, whose “ economic allegiance to use 
a phrase adopted by a Committee of iirternational 
experts on this very problem— -is impossible to 
determine exactly, especially with reference to the 
conflicting claims of origin of the income, or the 
domicile of its receipient where the twe are not 
identical. The Committee above referred to made 
q. working" classification of the undermentioned 
jforms of wealth, according to whether the origin 

' - - ----- ' ; -- . - r ■ ■ - - 

'■'* Taixatidu Inquiry Committee Eeport para 532. 
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of the income or the domicile of its receipient was 
the preponderent principle. In the classification 
A represents the country in which a corporation 
of deed, or vessel is registered, B where the taxa- 
tion of the property is proposed, and C where the 

taxation of the income from the given source is in 
question. 


Category of Wealth. 

Pbepondebant Element, 

Origin. 

Dotaicile. 

I Land 

* 

* • • • 

II (a) Mines, Oil, Wells, eto. 

He 

• # • ^ 

II (c) Commercial Establish- 
ments° 

He 

• » • » 

III (a) Agricultural® .. 

He 


Ill (6) Machinery, Piocks and 
herds, Money, Jewel- 
lery Furniture 

* » « » 

* 

IV Vessels 

A* 

• • » ff 

V (a) Mortgages 

B* 

OQ* 

V (6) Corpotate°6hares 

• • • • 

He 

V (c) „ Bonds . , 

% * ♦ • 

♦ 

V {d) Public securities 

• • • • 

* 

■ ' V (e) General Credit 

• • V • 

He 

VI PrQ|essional Earnings® 

« # * 

I* t 1 

He 

* 


* Quoted froju th.© Report of th© Taxation Enouiry 
Commttee para. 635. Eor the foregoign classiScation ep. 
Ibid para. 634. 
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The general principle adopted by the Com- 
mittee of experts runs : — 

“ On the subject of Tncoxne taxation in its deve- 
loped form, the reciprocal exemption of the non-resident 
is the most desirable practical method of avoiding the 
evils of double taxation, and should be adopted where- 
ever countries feel in a position to do so.”* 

The Taxation Committee appointed by the 
Government of India, while accepting the general 
principle as above, overlook in their practical re- 
commendations, the most considerable complica- 
tion peculiar to India. They have made varying, 
not unanimous, and by no means satisfactory, re- 
commendations as regards the taxation of non- 
residents in a country on incomes derived by them 
from that country. Tlie majority would, generally 
speaking, “ leave things as they are ” * though 
Dr. Paranjapye — one of their members, — saw no 
reason why incomes arising in India of people not 
resident in India should not be taxed by India, 
whether the income in question was in the form 
of leave salaries and pensions of Indian pjublic 
servants domiciled abroad, or interest on sterling 
debt, or profits 'of foreign business corporations 
with branches in India. Thanks to the device of 
charging the income tax at the source, the tax on 
Government securities, as well as shares or bonds 
in industrial or commercial companies in British 
India, is deducted before payment is made to the 
holder of these securities, irrespective of whether 
the holder is a resident in British India or in the 


Indian States. While most foreign holders of 
Indian securities or salaries, not resident in India, 
are exempted from the Indian Income T^es, 
Indians, not resident in British territories, are 


nevertheless taxed. This is an anomaly, which 
jcries mrgently for correction, the more so as exemp- 
sSih from such taxation is not allowed to the holders 




2'3l. " 



143 


of British Indian securities, even when such holders 
happen to be Ruling Indian Princes. The problem 
is not only a matter of revenue to this or that gov- 
ernment, though even the revenue involved is not 
inconsiderable ; the problem affects much more 
vitally the flow of capital, which all parts of India 
badly need for economic development. As the 
most enlightened among the Ruling Princes seem 
at last to have realised the wisdom of economic 
investment, the parties affected are vitally interested 
and have strong arguments on either side of the 
border line. The Taxation Enquiry Committee 
do not seem in their report to have considered this 
aspect of the question at all. And so they have 
overlooked the wise suggestion of the Committee 
of International Experts (Prois. Bruins, Einaudi, 
Seligman and Stamp) which is thus paraphrased 
by Prof. Pigou in his recent work on Public Fi- 
nance : — 


As between countries neither of which is predo- 
minantly debtor or creditor to the other, each should 
agree to exempt from taxation income originating in 
itself but accruing to the citizens of the other, and to 
tax only income accruing to its own residents, no matter 
where that income has its origin. As between one 

predominantly a debtor and' another 
which IS predominantly a creditor, this arrangement 
would not however, work out equally. The debtor 
country would be required to surrender much more 
revenue than the creditor country ; for there would be 
much more income originating in its borders and accruine 
elsewher^ ^e League of Nations experts, therefore, 
suggest that m these cases conventions should, as before 
pe made for the mutual exemption of income parsing out 
non-residents ; but that in order to prevent thin 
bargam from affecting the contracting states uhequallv. 
appropriate compensation should be paid to the ^vern- 

a-™ *• 

Even m Britain, the home of this principle of 
chargmg the Income Tax at the so tfree, under 

* ; Public Finance^ p. 192. 
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a recent Act of Parliament, incomes of British 
residents from investments in British Dominions 
are charged the British tax at only half the current 
rate, so as to avoid double taxation and promote 
inter-imperial investment. The Indian Taxation 
Enquiry Committee, considering the problem of 
the Income Tax as only between the Central and 
the Provincial Governments in British India, re- 
commended that the provinces be given “ the 
proceeds of a basic rate on personal income gradu- 
ated proportionally to the general rule,” whUe the 
entire tax proceeds on incomes not appertaining to 
residents in any particular province they would 
give to the central government, as also all the 
super-tax yield. They would also allow the pro- 
vinces a small share in the Corporation Profits Tax, 
distributed on the basis of collections under this 
head in each province. But all these are mere 
adjustments, which may not solve the main problem 
of a satisfactory distribution of the revenue re- 
sources of the country among its several governing 
authorities, so as to be adequate to the needs of 
each, and at the .same time avoid any overlapping. 
The balancing factors named by the Taxation 
Committee amount only to disguising the present 
connecting links. Further consideration of the 
problem must, however, be postponed until after 
we have reviewed the Indian States finances. 

The next item of importance in the Imperial 
Indian Revenues is Salt. It is in the nature of an 
Excise Revenue, an indirect tax, paid by every 
citizen in India, irrespective of the jurisdiction he 
lives under. The economics of levying the salt 
duty need not concern us here. But inasmuch as 
the salt revenue has come to be standardised 
throughout India by the conclusion of Treaties 
with certain Indian States, which are the mtjifc 
considerable producers of tlie salt used in India ; 
and because, in virtue of these Treaties, the salt 
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tax is now made to fall on the subjects of the Indian 
States as well as of British India, the political 
question is one of the most complicated in connec- 
tion with the proceeds of the salt revenue. Not 
aU the Indian States are salt producers ; but all 
their subjects have to bear the British Indian Salt 
Tax, whose manipulation of rates lies entirely in 
the hands of the supreme Government of India, 
and which is effected according to considerations 
relating to the finances of British India only. The 
justice or otherwise of taxing the subjects of the 
Indian States, whether those which have been 
partially compensated at least by the specific 
Treaties above mentioned, or those receiving no 
such compensation, is an open question, which 
British Tn^an financiers have so far answered in 
their own favour, but which the reawakening con- 
sciousness of their own rights among the States 
makes the latter reopen the problem with tenacity. 
As between the British Provinces and the Govern- 
ment of India, there can, of course, be no question 
about the right of the central Government using 
this tax for its own purposes. It is in the fitness 
of things that the Central Government should 
take up this revenue as it takes other indirect 
taxes, — like the Customs revenue — while the pre- 
sent system endures. But as between the Gov- 
ernment of India and the Indian States, the ques- 
tion is by no means so simple, I shall touch upon 
the States’ point of view in this behalf in the 
Lecture dealing wdth the Finances of the Indian 
States. Reference has been made to it here, 
because under existing circumstances, the Salt Tax 
seems to be a permanent and integral element of 
taxation in India, w'hich the Government of India 
is unlikely to' be able to dispense with in the near 
future. Being such a considerable figure, and 
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being habitually used as a reserve in times of 
emergency, the tax is prized for reasons other than 
those of the year's balancing. But the reasons 
make it equally valuable to those units which feel 
themselves unjustly deprived of this handsome 
source of revenue. In a proper federal finan n'ng 
■it IS probable the Salt Tax may be left to the Gov- 
ernment of India, even as other excises might be 
similarly distributed. But if that consummation is 
ever to be r^ched, the needs of the States and the 
Provinces will have to be satisfied better than they 
have so far been. 



Opium is another head of still considerable 
importance, inasmuch as in the latest Budget of the 
Government of India it is estimated to yield about 
crores, or nearly 3% of the Imperial net reve- 
nues. The item, however, is of diminishing import- 
ance, since the treatv obligations of the Indian 
Gov^emment have compelled that body to reduce 
pibgte^ively the cultivation of poppy in India and- 

of the drug to the foreign countries;' 
once the greatest consumers Of the drug. It is 
now no longer commanding the importance its 
mention once used to command, since all parties 
are agreed to the sacrifice. From the standpoint 
of f<^eral financing, however, this item has still 
considerable significance. The Indian States most 
concerned as growers of poppy, or manufacturers 
of opium of the very best quality, have been taxed 
since the commencement of the British Dominion 


in India, by means of the so-called pass duty, 
which was really a Transit Duty. The obligations 
incurred by the Indian Government have been 
tf^ ttred without reference to the Indian States ; 

of the latter who have acciunulated large 
: Of Opium, and have, consequently locked up 

thefeih considerable amount of capita], are naturally 
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If 

uneasy at the recent developments, even though 
on the side of ethics they may have nothing to 
complain. Their case in this respect will be out - 
lined in its proper place. Here it is enough to add 
that the revenue, while it continues, demands a 
treatment in distribution in a system of federalised 
finance, which, to be acceptable, must involve no 
undue hardship upon any member of the federa- 
tion. 


Another point, likewise, which makes the 
revenue from Opium interesting from the stand- 
point of federal financing, is in connection with 
the Excise Opium. Unlike other countries of a 
federal character, India allows Excise revenue to 
the provinces. Wherever there is restrictive 
excise duty of high incidence, there is danger of 
interprovincial smuggling, especialty if the rates 
of duty on given articles vary considerably as 
between provinces. Excise Opium, or that por- 
tion of the drug consumed in India itself, is a source 
of revenue to the provinces in British India, 
yielding some 2 crores of rupees ; and each yjro- 
vince has its own separate rates of taxation for this 
drug. The Taxation Enquiry Committee has laid 
it down : — 

“ In the case of restrictive Excises, the considera- 
tions applicable to excises for revenue apply where 
special limitations on transport are not ilnposed, and it 
has been suggested that it would be desirable for the 
purpose of getting rid of unnecessary competition, to 
transfer to the Government of India the excise duty on 

locaHy made foreign liquors In the cai^ 

opium it would seem desirable that the whole of the 
revenue should be transferred to the Imperial Govern- 
ment. The manufacture of this drug is already under 
the control of that Government, and recommendations 
have been made for the introduction of •Imperial control 
over interprovinc’al smuggling, and of a uniform high 
rate of duty and the abolition of the system of sale of 
shops by auction. The international obligations that 
have been undertaken are likely to involve sooner oa 
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later Imperial intervention in matters of consumption. 
It would be appropriate in these circumstances that 
revenues should follow control, though the direct Inanage- 
ment of the arrangements for retail vend might contimie 
in the hands of local governments.” 

(Para. 523 of the Report, Taxation Enquiry Committee.) 

Furtlier considerations must be postponed 
" until we come to consider Provincial Revenues 
under the existing arrangements. 

Of the remaining items under the " Principal 
Heads of Revenue,” — ^to adopt the terminology of 
the Indian Budget, — Land Revenue, Excise, 
Stamps, Forests and Registration, are mostly pro- 
vincial heads. Their contribution in the Imperial 
Budget is due to those areas, which, like Delhi, 
Coorg or Ajmere or the Frontier Province, are 
still directly under the Central Government. We 
shall discuss these in their appropriate place, while 
considering the provincial revenues. The only 
remaining item in the principal heads is Tributes 
from Indian States. This is a diminishing source, 
and has little correlation now with its original 
purpose and importance. The item, is, however, 
productive of a good deal of controversy as between 
the Indian States and the Government of India, 
which now take the entire income from this source. 
Except for a continuity in lifeless tradition, there 
seems to be little justification for maintaining this 
item in the Budget of the Government of India, 
especially if the ideal of a federal organisation is 
not to be denied. We shall consider it a little 
more fully when discussing the finances of the 
Indian States. 



The Irrigation Receipts are provincialised, and 
the item in the revenue schedule of the Indian 
Government Is due to the same raisons as obtain 


;|o regard to other items of provinvialised revenue. 
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The receipts from the Post Office and the 
Railways are considered in the nature of profits 
from commercial departments. There is, how- 
ever, an element of service in these activities of the 
state, conducted to the community at the lowest 
possible charges, which must counteract such 
commercial tendency as might be in operation. 
On the other hand, there is an element of taxation 
in the charges of these " commercial ” depart- 
ments, w'hich also militate against the idea of 
regarding the income from those sources as profits 
from commercial undertakings.* Inasmuch as 
these services are nation-wide, the revenue from 
them may fitly be considered as the proper dues of 
the federation; though, in regard to the purely local 
telephone, or a city tramway, or a district railway, 
the claims of the local governing body like a muni- 
cipality would be impossible to question. The 
counterpart of railways, again in the shape of 
canalised rivers, or road transport in general, may 
have similar claims from the provincial govern- 
ments and the States, which it would be equally 
hard to question. Most of the leading Indian 
States have, in fact, built their own Railways, and 
at the same time made many substantial conces- 
tions to the Imperial trunlc lines passing through 
their territory. Specific treaties regulate the rela- 
sions in this behalf. They are, however, by no 
means satisfied with the treatment meted out to 
them in regard to the through traffic on the rail- 
ways passing through their territories, or even on 
railways built by them as auxiliary to the main 
lines. This is another sore point in the relations 
between the Indian States and the Government of 
India, which I shall discuss a little more in detail 
when I come to Indian States Finances in a later 
Lecture. 

" - — * -M— „y i, ■ 

^ Por the nature of the Indian revenues from these 
commercial services, see the present prssent write’s Sixty 
ysats of Indian Finance, Part III, 2nd Edition. 
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Income of the Government of India under the 
head '' Interest ” is derived from loans made to 
the Indian States, the Provincial Governments, or 
local bodies ; and causes no problem in Federal 
Finance for the Empire. The Receipts from Civil 
Departments are in the nature of fees for the 
services incidentally performed by these depart- 
ments, and the bulk of them are provincialised. 
The same may be said as regards the revenue from 
Civil Works. We shall encounter them once again 
while discussing the provincial revenues. 


Currency and Mint must be a Federal Func- 
tion, though the revenue derived from this source 
by the Government of India is both considerable 
and peculiar enough to demand special treatment. 
The bulk of this income is due to interest on the 
securities held in the Gold Standard Reserve, and 
against the paper money of the Government of 
India issued as a public monopoly. This is a 
saving in interest, which is not the same thing as 
an ordinary revenue of the Government. Inas- 
much as some of the Indian States have mints 
of their own, and even their own independent paper 
currency issues, the problem is complicated in 
regard to those who, having once had their inde- 
pendent monetary systems,have now sacrificed the 
same in the interests of achieving a proper federal 
unity. They now feel however that their subjects 
and themselves are taxed indirectly and unjustly by 
the Government of India, in proportion to the 
fiduciary currency of the Government of India 
which they and their subjects use. We shall con- 
sider this subject in greater detail, while discussing 
the monetary and banking system on a federal basis 
i® a later Lecture. 




Military Receipts are claimed entirely by the 
pl^rhment of India, as military expenditure of 

j^Ka^ered by that body. These are 
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all departments more important for expenditure 
than for revenue ; and the review in the next Lec- 
ture of the Public Expenditure of British India will 
help to explain much that in this Lecture has neces- 
sarily to be passed over cursorily. In regard to 
the Military Department, however, the observation 
may be added that the hmction ofDefence is in all 
federations made over to the central federal Gov- 
ernment, for the obvious economy of concentration 
of authority and organisation. Local Militia is 
allowed in some federations to the constituent 
states, and Police force in all instances to the Local 
Governments. In India the major Indian States 
have a sort of an army each of their owm ; but the 
defensive or fighting value of these forces is not 
very great, though its expense to the states is con- 
siderable. The provincial armies have long since 
been abolished, though in the early days each 
Presidency had its own Army. The Police force is, 
of course,' entirely provincialised. 


III. — The Provincial Revenues in British India. 

Coming next to a review of the Provincial 
Revenues of British India, the first fact we find in 
connection therewith is that the Provinces infer se 
are by no means ecjual. We have already seen the 
several sources of revenue in the provinces in 
tabular form while considermg the revenues of the 
Central Government. Without repeating that Table, 
let us note here, inthe subjoined Table, the revenue 
resources of the Provinces infer se : — 
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Growth in the principal items- of revenues, im- 
perial and provincial, is shown in the next Table: — 


Progress of Reuenues, Distributed Between the 
Provincial GovernmentSj in British India. 


(N.B , — ^The figures are in 

thousands of rupees). 



1921-22. 

1922-23. 

Items of Revenue. 




, 


Imperial. Provincial. 

Imi)erial. ProviticiaL 


Rs. 

Rs. 

Rs. 

Rs. 

Customs 

34,i0,08 


41,34,65 

• • 

Taxes on Income , . 

18,74,13 

3,43,41 

17.99,41 

1 4,53,00 

Salt . . • • • • 

6,31,37 

• • 

6,82,48 

* * 

Opium . . 

3,07,2'i 

* • 

3,78,92 

« • 

Land Revenue 

33,18 

34,38,98 

42,93 

34,92,23 

Excise 

53,80 

16,64,81 

51,68 

13,03,53 

Stamps 

24,61 

10,63,45 

25,10 

11,70,06 

Forests 

19,68 

5,63,60 

25,28 

6,20,85 

Registration . , 

1,70 

1,11,84 

1,49 

1,18,95 

Tributes 

87,17 

• • 

87,50 


Scheduled Taxes 

• • 

» • 

• • 

27,77 

Total 

64,70,91 

71,86,12 

72,29,44 

71,53,94 

Railways 

15,20,82 

2,17 

26,82,98 ^ 

98 

Irrigation 

5,94 

6,71,81 

10,90 

6,58,46 

iPost Office 

66,52 

« -• 

1,22,29 

• « 

Interest 

1,11,00 

1,07,89 

1,15,70 

1,40,31 

Civil Department 

77,29 

2,73,38 

44,3 

3,27,94 

Currency 

4,37,42 

• « 

3,62,03 

« • 

avil Works . . 

11,32 

62,42 

14,38 

62,85 

Miscellaneous 

7,18,66 

1,37,96 

62,46 

1,62.36 

Military 

8,08,94- 

• 

6,73,74 

• • 

Contributions and Ad- 





justment .. 

12,98,72 - 

-12,98,72 

9,22,93 ■ 

—9,22,93 

Extraordinary 

• • 

• • 


• • 

Total Revenue 

1,16,21,50 

70,43,03 

1,21,41,29 

75,73, Q 
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{N.B . — The figures are in thousands of rupees). 

1923-24. 1924-2,1 

of Revenue. 

Imperial. Provincial. Imperial. Provincial. 



Rs. 

Rs. 

Rs. 

Rs. 

CJustoms 

. . 39,69,64 

• » 

■ 45,76,31 


Taxes on Income 

. . 18,23,65 

25,56 

16,01,48 

19,76 

'Salt . . 

. . 10,01,60 

• • 

7,39,04 

• « 

^Opium i . 

4,2i,81 

• • 

3,79,76 

• • 

Land Revenue 

43,05 

34,46,52 

37,80 

35,45,77 

Excise 

48,26 

18,92,27 

41,99 

19,09,69 

‘Stamps 

27,72 

12,43,53 

26,89 

13,00,01 

Eoresta 

21,20 

5,40,98 

16,14 

5,61,34 

Registratimi . . 

1,65 

1,21,26 

1,64 

1,25,82 

Tributes 

86,77 

• • 

82,44 

* » 

Schedulcii Taxes 

• • * 

33,13 

• • 

30,56 

Total 

. . 74,48,08 

73,03,08 

75,02,54 

74,82,96 

Railways 

. . 32,69,42 

3,81 

37,22,94 

.3,03 

Irrigation 

10,5 1 

7,06,67 

10,92 

6,99,73 

Post Office 

96,12 


1,11,25 

• • 

Interest 

3,16,59 

1,58,67 

3,41,00 

1,94,61 

-Civil Department*^ 

€8,51 

3,44,07 

73,97 

3,61,36 

Cuxrency 

3,12,74 

• • 

3,99,33 

• # 

Civil Works .. 

37,05 

65,60 

13,21 

72,30 

lliscellaneous 

94,78 

1,86,79 

45,89 

1,98,65 

Military 

4,81,56 

* • 

4,03,11 

• • 

Contributions and Ad- 




justknent . . 

8,83,65 

—8,83,55 

8,74,46 

—8,74,46 

ISxtraordinary® 

2,59,65 

• • 

2,54,62 

m 

Total Revenue 

.. 1,32,78,64 

78,85,14 

l,37,53il8 

81,21,18 
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The figures are in thousands of rupees). 

1925-26. 1926 27. 

Items of Eevenue. 

Imperial. Provincial. ImperiaL Provincial. 



Rs. 

Rs. 

Rs. 

Rs. 

Customs 

47,77,95 

* * 

47,38,10 


Taxes on. Income 

15,85,93 

o 

I— f 

15,64,96 

33,32 

Salt • • « * • • 

6,32,96 

• • 

6,69,81 

m 0 

Opium 

4,14,99 

« • 

4,33,13 

• m 

lend Revenue 

38,52 

35,16,78 

41,00 

34,47,31 

Exc'*s i 

42,20 

19,47,66 

41,13 

19,41,63 

Stamps 

27,14 

13,38,46 

26,68 

12,92,93 

Forests 

18,74 

6,80,44 

23,67 

5,05,20 

*■ 

Rep:istraticn . . 

1,68 

1,43,70 

1,67 

1 ,44,12 

Tributes 

84,29 

« * 

S3, 52 

« * 

Scheduled Taxes® 

• • 

36,11 


36.45 

Total . . . 

76,24,44 

75,88,26 

76,23,62 

74,90,96 

Railways 

34,40,12 

3,27 

34,07,08 

2,24 

Irrigation 

12,03 

7,48,16 

10,25 

6,69,50 

Post Office 

86,35 


70,04 

# « 

Interest 

4,21,95 

2,34,07 

4,06,59 

2,36,64 

Civil Department® • . 

89,98 

3,68,82 

86,06 

3,06,04 

Currency . • 

4,63,89 

• * 

4,16,61 


Civil Works . . 

12,85 

68,18 

16,79 

69,21 

Miscellaneous 

54,17 

2,03,70 

60,01 

1,91,40 

Military 

4,39,51 


4,94,68 

• * 

Contributions and Ad- 





justment 

6,08,40 

—6,08,40 

6,17,76 

—6,13,22 

Extraordinary® 

63,67 

1,65,12 

60,10 

■ • 

1,31,47 

Total Revenue 

1,3.3,17,30 

87,61,20 

1,31,69,99 

86,43,16 
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As between the several heads of revenue, 
especially from the standpoint of their respective 
benefit to the Central or the Provincial government, 
it is noteworthy that in the Imperial Budget, the 
Customs revenue has improved from 34.40 to47.38 
crores, v.'hile Income Tax receipts show a decline 
of nearly 2 crores. The provincial share of this 
item, however, has dropped from 3,43 crores ta 
33 - 33 lakhs. Salt and opium and the other smaller 
items in the central Budget are pretty nearly steady, 
the aggregate of the principal heads of- revenue 
showing an improvement in that Budget -of 11.53 
crores in 6 years, or about 18 p.c. On the provin- 
cial side, the biggest single item. Land Revenue,, 
shows a slight increase of 1.36 crores or about 4% 
in that head only ; while Excise grows from 16.64 
to 19.39 crores or 16^ % ; andstamps 

from 10.63 to 12.92 or 23%. Forests and 
Registration show little increase, the aggregate 
showing a growth in the principal heads of re- 
venue in the provinces of about 5.7%. Irrigation 
is the most productive department under the pro- 
vincial governments, which shows a considerable 
rise,whilel>epartmental receipts and Interest come 
very near thereafter. The Imperial Government’s 
revenue under the commercial services shov/s a 
variation, a part of wliich is explained by changes 
m the system of keeping accounts, and the rest of 
the increase is a material gain. The fall in the 
MUitar}^ receipts, and the abolition of the Provincial 
Contributions is made good in part by theimprove- 
ment in the principal heads noted above, and in 
part by the gain from the commercial services, 
interest head, and currency receipts. 

■ We have, reviewed the income of the provinces 
under the several heads in the aggregate ; but it 
must be noteddhat the fortunes of all the provinces 
have not varied in the same direction,- or to the kme 
exti^t. Of the total gaiti of nearly 21 crores in 
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5 years, Madras shows 5 crores, Bomb ? 
Bengal 2^, U. P. 2|, Punjab 4^, Burma i|:, Bihar 
and Orissa and Central Provinces ^ and Assam 
^%. The real improvement in the provincial 
resources is, of course, less by the amount of the 
contribution remitted in each case. The individual 
heads .show a yet greater variation. 

It will be seen from these tables that between 
themselves the Provinces are not of the .same, or 
even comiparable economic position. As must be seen 
from another Table in an earlier Lecture, the per 
capita taxation of the wealth in each province is 
surprisingly different. There is, at the moment, 
considerable volume of public opinion in favour of 
regi-ouping the existing provinces. These are 
uci hoc creations in response exclusively to the 
requirements of administrative convenience, and 
have no inherent sense of integrity among them- 
selves. Their reconstitution on bases more har- 
monious intrinsically and ethnically must promote, 
no doubt, their local unity and integrity. But, if 
the idea ever matures, its sponsors will have to 
devote far more attention than has been customarv 
so far to points seemingly of detail like the finance's 
of each division of a dismembered province. It is, 
of course, not inconceivable that each such re- 
constructed unit might be able to support itself 

^ modest scale of administrative 
efficiency and progressiveness, and with a basis of 
expenditure far more moderate than to-day. But 
necessar%, that scale cannot be common to the 
jnation as a whole, except possibly in the .barest 
minmum. There is thus a danger of a falling off 
in efliciency in the reconstituted and smaller pro- 
vinces which the makers of the new constitution 
ior India cannot too rigidly guard against. 

Apart from the suggestion of reconstructing 
pwvmces, there is a remarkable inequality as bet- 
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ween even the existing provinces, though the 
sources of revenue assigned to them are prettv 
nearly the same in all the Governors’ Provinces and 
in B urrna . W e shal 1 consider these sources :^eHa Urn 
in a_ minute ; hut it is necessary^ to point out in 
passing at this juncture that the demand from the 
provinces of a cash contribution for the benefit of 
the Central Government operated, Vvhile it lasted, 
dopbly unjustly as between the several provinces. 
N@f ' only did this demand overlooh the needs of 
^ch province itself for nation -building purposes ; 
it added in several cases a burden, over and above 
the imposition made upon them indirectly in the 
shape of an exclusive centralisation of some of the 
most productive sources of revenue from these 
proyinces. The growth, therefore, over the period 
reviewed in the foregoing tables, in the revenue 
resources of the several provinces, is unavoidably 
different to a marked degree ; and hence the emer- 
gence of an unhealthy, undesirable feeling of pro- 
vincial jealousies, w'hich imperceptibly cuts at the 
very root of our national solidarity. In India, we 
have plenty of elements of division, as it is. To 
the ardent nationalist, however, the hope is ever 
present that these existing divisions are but a 
passing phase. But if to the existing factors of 
division are added others of a more permanent 
nature, — such as a cleavage in the economic inter- 
ests, intensified by the different treatment in the 
financial distribution, — the hope of national solida- 
rity must vanish altogether. 

IV. Individual Items of Provincial Revenues. 

Taking, next, the individual items of Provincial 
Revenues, the most considerable in all the provinces 
is the Land •Revenue. This Revenue is derived 
in a variety of ways in the several provinces, and is 
goveaxied by principles settled tisaxly a Imndred 
years ago, if not more, in the case of the o&;r 
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provinces. Despite the variation in detail, how- 
ever, two, or three, main systems may be men- 
tioned, as comprising, within them, the totahty of 
the several ways in which Land Revenue is derived 
m British India. In The older Provinces of Bengal, 
Bihar, Orissa, Assam, parts of Madras and of the 
United Provinces, the revenue is settled perma- 
nently with some big landowners. When the 
settlement was originally concluded with them, 
these zamindars were called upon to pay a heavy 
percentage of the then total yield of the land made 
over to them in the' form of the revenue demand ; 
but in course of time, with the growth of a settled 
government and the consequent all-round deve- 
lopment of the country, they now obtain a much 
larger proportion of the total 3rield as net income 
for themselves. Since the Land Revenue demand of 
Government is fixed in perpetuity with the Zamin- 
dars as the composite demand, to the exclusion of 
all other taxes on this income from land, the net 
burden falling on this class has come to be very 
small and inequitable, when viewed in proportion 
with the corresponding burdens on the other 
sections of the community. This is, however, 
a point in the theory of Public Finance, and particu- 
larly in the principles of taxation, which need not 
detain us here. The point, however, is worth 
mentioning, even from the standpoint of Federal 
Finance, not only because of the inevitable con- 
sequent injustice as between the several provinces, 
some of which have this form of Revenue Settle- 
ment, — and therefore escape the central burdens 
by way of income taxes,— while the others have a 
mdicaUy different settlement ; but also because of 
its reaction on other forms of revenue receipts 
by the provincial governments concerned. We 
shall have occasion to refer to this point once again 
ater^on. Fo r the moment let us pass on to notice 
another very considerable form of Revenue Settle- 
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ment, which is commonly known as the Ryotwari 
System of I^nd Revenue Settlement. This differs 
in almost every important respect from the first, or 
the so-called Zamindari system of Land Revenue 
Settlement. For, while the Ryotwari system brings 
the Government face to face with each individual 
cultivator of land, and consists in a cash demand of ^ 
revenue fixed for a certain number, of years, but 
m •p>erpetuity, the Zamindary form of settlement 
rt&kes the Government deal with large interniedi- 
aries, leaving them to bear all the responsibilities 
of cultivation of land and the collection of revenue, 
under the general principles laid down by law. 
The relative proportions of Zamindary and Ryot- 
wari areas and revenue in all India, as well as in the 
several provinces, are given in the table appended, 
which also explains its consequent injustice. 
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While the average incidence of the Land Re- 
venue in the Ryotwari areas comes to over Rs. 2. 
per head, that in the permanently settled Zamindary 
areas is less than | of a rupee per head of popula- 
tion in those areas. If the incidence was made 
unif ormly Rs. 2 the land Revenue would exceed 
Rs. 56 crores as against the present 36 crores. 
Any how, taking aU the Zamindary areas coUec- 
tively, — ^whether settled temporarily or permanent - 
l;^#^the margin of revenue, which in the Ryotwari 
areas goes to the Government, but which in these 
Zamindary areas is left to the owmers, is very 
considerable. In the Zamindary areas tempor- 
arily settled, there is in many provinces an element 
of direct settlement of the State Revenue demand 
with the village communities, so common and 
immemorial in Northern India. Apart, however, 
from these collective settlements, there is a very 
considerable margin of revenue left to the proprie- 
tors of large estates in parts of northern India, 
which indicate a - legitimate margin of further 
taxation, if the needs of the State are impossible to 
satisfy in any other way.’ As already promised, 
this is not the place for me to discuss the economic 
. nature and tinancial bearing of the entire Land 
Revenue in this country, nor of the Government 
Policy in that regard. I am, likewise, not going 
to touch upon such episodes in recent huanrial 
history, as that in connection with the Revised 
Settlement of the Land. Revenue in the Bardoli 
Taluka of the Surat District in the Bombay Pre- 
sidency, nor touch upon the significance of such 
episodes in general. But I must point out, — ^from 
the standpoint of a proper, scientific, federal 
finance in this country ,^that the incidents as w jU 
as -the yield of the Land Revenue in the country as 
, a whole demands radical reconsideration. There 
1 ;i^e vast areas in. the cptmtij,--mrudly widi;%’-oti- 
sStfet^nts, made directly with the poorest 
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peasantry in the world individually, and maintained 
and administered with the entire might of one of 
the most powerful governments of our days, — in 
which the incidence of that tax offends as much 
against the canons of public economy, as against 
those of social justice. Land Revenue, being in 
the nature of a direct tax, must conform to the basic 
requirements of such direct taxation in aU its other 
forms, particularly in respect of graduation of the 
rate of the t£oc in proportion as the ability to bear 
that burden is obviously increasing, and including 
an exemption limit of what is called the margin of 
subsistence. While the Ryotwari settlements, 
temporarily made, do not admit of any exemption 
of such si margin, and are not susceptible to a 
proper graduation, the land revenue from the larger 
proprietory estates, whether permanently or tem- 
porarily settled, offends against the canons of eco- 
nomy in a radically opposite direction. The 
exemption of all incomes from agricultural estates 
large or small from all other direct taxation, — 
whether by means of Taxes on Income or Death 
Duties of all kinds, — adds insult to injury in a most 
considerable department of public finance of this 
country. A radical revision of the basic principles 
in regard to the entire subject of the revenue from 
land can, of course, only be attempted by the 
central national legislature of the country. But that 
need not mean that when the revised principles 
-have been adopted and put into practice by the 
common Consent of the nation, the revenue result- 
ing must be taJcen up exclusively by the central 
exchequer. However, even if the revenue from 
land, with such supplements as may be devised, is 
left to the provinces, — ^as it must be, — some pro- 
vinces will have to be enabled to meet such sacrifice 
as may be entailed by the reconsideiation of the 
fundamental principles of charging that revenue : 
£.g. Madras or Bombay. These will have to forego 
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utterly a great deal of the present income from 
land, held by very small proprietors dah}^ growing 
smaller, which is now called Land Revenue in those 
parts, the deficit so caused to be made up in some 
other wa3^ Tn other provinces, — ^like Bengal, 
Bihar and Orissa, parts of the United and the 
Central Provinces, and the Punjab, — the present 
Land Revenue will have to be increased in the 
aggregate by an additional Income and Super Tax 
on the agricultural wealth of the larger proprietors 
of Land, with suitable and adequate graduation. The 
combination of these two will, in Si probability, 
mean no very material change in the revenue resourc- 
es of the country as a whole; but it will mean very 
radical alterations in the relative financial positionof 
the several provinces now existing, or their future 
reconstnicted prototypes. This consummation in 
itself will create one of the most complex problems 
in the federal finance of India, that financial states- 
manship will have to solve in the near future; but 
of which we have to-day no conception even. I 
have discussed some aspects of tins probleni in 
Either work,* and so need not detain you here 
beyond observing, that if time permits, and your 
patience mdur^, I shall try and outline a scheme 
of redivfeioH of resources in the concluding Lecture, 

which wm, I trust, solve in a measure this very 
intricate problem. 


For the moment, however, I must point out 
that, under the Constitutional Reforms of iq 10-20 
Land Revenue is handed over entirely to the Pro- 
vincial Governments, though in them it is T » Re- 

therefore, the respon- 
of the (^vemment to the representatives 
governed K not enforceable. The Revenue 
ftxsn irrigation ^forks, collected along with the 
Revenue, though essentiafly a different form 
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of public revenue, is also made over to the Pro- 
vinces. Notwithstanding the importance of these 
items of provincial revenues, — ^the57 mal^ up from 
a third to one -half of the entire provincial income, 
— there are peculiarities attending them, which 
make them open to serious criticism from the 
standpoint of the provincial financier, and even from 
that of the student of the pure theory of the Federal 
Finance. In almost all provinces, the revenue is 
practically fixed and unalterable, in any given year, 
whether the province in question is one where the 
Zamindary system of permanent settlement prevails 
predominantly, or the Ryotwari. As the land 
revenue is an exclusive demand, — in the sense that 
the income or property which i>ays this tax is 
immune from anj'’ other direct tax, — there is no 
means of making the larger agricultural incomes 
bear their fair share of the growing burden of 
public expenditure. On the other hand, as the 
Land Revenue has been fixed, in the Ryotwari 
provinces particularly, under conditions which no 
longer obtain; and inasmuch as, at the time of fixing 
this demand, no attention is paid to the basic princi- 
ple of civilised taxation, namely the correlation with 
the ability of the tax -payer to meet a particular 
tax -burden imposed upon him, the fixed cash 
demand for land revenue by the State operates as * 
a severe injustice to the smaller men, who make 
up the bulk of the Indian agricultural community. 
The tax has to be paid, whether or not in any given 
year there is any income from the land charged 
with the tax ; whether or not, even more unjustly, 
there is an 5 dhing left, after pa 5 nnent of the tax, for 
the maintenance of the tax -payer and his family. 
The provinces are in no position to reconsider this 
utterly indefensible — ^but very considerable — form 
of their revenue in its basic principles, until 
adequate and unobjectionable substitutes are 
devised to take its place. Under the conditions 
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that how obtain, in most of the agricultural 
ryotwari provkices at any rate, the Land 
Revenue offends against almost every accepted 
principle of enlightened taxation. Its revision, 
however, has been jealousty guarded from the re- 
presentatives of the people, not only because of the- 
complexity of the interests at stalce, but also because 
of the unwillingness of the present rulers of India to 
trust to the Indian Legislatures for exercise of such 
powers. They are naturally in tacit alliance with 
the propertied classes, as the main prop of the 
established government ; and hence the pei’petua- 
tion of a system, which cannot be defended on any 
ground of sound finance, or just politics. 


Apart from the injustice just mentioned, there 
is a further objection to the existing policy in 
respect of Land Revenue. The bui'dens as between 
the several classes of the community are made 
unbearably disproportionate. While the larger 
land-owners escape the just share of their burdens 
in proportion to their ability, the smaller cultiva- 
tors are charged with a revenue demand, which 
sinks them cumulatively into the bottomless morass 
.of debt, deficit, and misery. Besides, in the case 
of the smaller Ryots, land revenue is by no means 
the only burden of state expenditure that these 
unfortunates have to bear. Ihey pay the bulk of 
the Salt and the Customs Revenue to the 
Government of India; and Excise Revenue, 
Stamps dues. Forests and Registration Receipts 
to the provincial governments, not to mention 
separately the Irrigation dues. The Indian 
Taxation Enquiry Committee have made an 
arbitrajyq and, in my opinion, unscientific 
vilification of the Indian people from the stand- 
of the bearing of tax -burdens. 1 have en- 
, d^'Oias^'-tOf'-question their findings and conclu ^ 
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•sions on this subject in the 2 nd Edition of the^«:«J!y 
Years of Indian Finance* But even on their 
assumption, the tax -burdens on the least able of 
■the Indian people are disproportionately heavy. 
The Committee have overlooked the correlation 
between income and ability; and so in their findings 
the bxirden does not appear to be as heavy 
as in reality it is. Unless and until the basis 
is revised by the National Assembly, not only 
of the Lancl Kevenue systems, but also of the 
entire system of public finance and national 
economy in the country as a whole, there can be no 
hope of a satisfactory system of sound, smooth 
Federal organisation . Under any scheme of revision, 
however, the administration of the Land Revenue, or 
rather of direct taxation of real as well as personal 
wealth, must be left to the Provinces. Further 
considera-tion of this topic must be po.stponed. 

The Excise Revenue. 

Next in imjjortance to the Land Revenue 
stands the revenue from Excise in the present 
scheme of federal finance in India. It makes over 
.22% of the aggregate provincial revenues, and in 
some provinces a still greater proportion. I must 
refer those among.st you who may be unfamiliar 
with the nature of this revenue to another work of 
mine already referred to. But, from the stand- 
point of Federal Finance, it is worth remarking that 
the Excise Revenue also demands radical revision 
before it can be accepted as an item in the scheme 
'Of ^isfactory federal financing. In the first place; 
it is a peculiarity of the Indian system that this 
source of indirect taxation is left to the provinces; 
while a federal government takes the nearly equal 
.amount from the taxes on income, — on administra- 
tive rather than financial grounds. • In other fe- 

* Cp. Op. Cit. pp. 364-374. Also the a’axation Com-' 
•jtnittee Report, pp. 342 el .sag. 
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derations; old as well as new, all kinds of indirect 
taxation is left to the central federal authority. 
The Indian Taxation Enquiry Committee have 
already opined that, at least restrictive excises should 
follow the authority which controls their adminis- 
tration, ix. the Central Government.'*^ Says that 
Comrflittee : — 


“ In the case of excises for revenue, it is generally 
difficult to trace constiinption. Moreover, they should 
in many cases be regulated with reference to customs 
duties. It is therefore desirable that they should be 
imperial. In the case of restrictive ex- 

cises, the considerations apjjlicable to excises for revenue 
apply where special limitations o:i trasport are not 
imposed, and it has been suggested that it would be 
desirable, for getting rid of unnecessary competition, to 
transfer to the Government of India the excise duty on 
locally made ‘ foreign ’ liquors.” 


This is highly suggestive. I have already 
referred to the Committee’s opinion in respect of 
the Opium Revenue from local consumption; and 
I may add that they would make a partial exception 
to their general principle of dividing the revenue 
resources of the country, in respect of their sug- 
pstion for a revenue from tobacco. All revenue 
from the customs or excise duty on cigars, cigarettes 
and pipe tobacco, made up in the European fashion, 
they would leave to the federal government of 
India ; “ but the indirect excise on country tobacco,, 
which it has been proposed should be taken 
, through a monopoly of vend, could only be pro- 
vincial ” (para, 523). But the Committee fail ta 
consider adequately, in my opinion, the financial 
effects of their suggestions. It is obvious that 
these suggestions, taken collectively in regard to the 
entire excise revenue, would very considerably 
deplete the provincial revenues. And this quite 
tpart from that other, and by no means less import- 




^Saxatioii Enquiry Committee’s Report, op. para. 608j 
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ant consideration, that, even as it is, the excis® 
revenue is a depreciating asset. A very larg® 
section of public opinion in the country, growinS 
in volume and influence every day, is strongly i’^ 
favour of a complete Prohibition of am?' traffic P 
intoxicants of any kind. The Taxation EnquirY 
Committee have found it impossible to iSuppo r 
enthusiastically this ideal of prohibition, mainly 
on reasons of administrative expensiveness to give 
effect to such a policy; but also because they were 
not unmindful of the loss of revenue from this 
handsome source. It is i^ossible, India may be 
unable to adopt a policy of absolute Prohibition, 
involving the complete sacrifice of all Excise Reve- 
nue, in the near future. But even if we admit that 
hypothesis, it is impossible to believe that financial 
or even administrative, considerations will by them- 
selves prevent a reawakened people from enforcing 
the already accepted ideal of Excise Policy, — 
moderate and safe as it is. Hence there is little 
hope of the Excise Revenue showing any expansion 
of a financial nature, worth speaking of, in the 
near future. Provincial finance, therefore, cannot 
expect any help from this source either, in the re- 
constmcted system of financial division in this 
country;'. 

The Stamps, Registration, and Forests Reve- 
nue, aggregating in round terms 20 crores of rupees 
for all the provinces put together, have their own ^ 
problems and complications, from our present 
standpoint of federal financing. The forest w^th 
of India has yet to be perceived in all its immense 
possibilities. But even when all those possibilities 
are realised, the present difficulties of a lack of 
capital will, I fancy, have to be faced no less than 
to-day. Provincial Governments fo-day seem to 
consider the material development of their pro- 
vinces to consist mainly, if not^xclusively, in con- 
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structing irrigation works, of a productive as well 
.as protective character. They may not be altogether 
unaware of the possibilities of forest industries deve- 
lopment ; but they will find the task of procuring 
adequate capital in financing forest industries, not 
to mention the necessary transport facilities, far 
more difficult even than rinding money for Irriga- 
tion Works. The latter have come to be under- 
stood by the public. The danger in their case 
rather seems to lie in too hasty a consent to some 
of the projects that now attract the attention of 
certain provincial governments. 

In the case of the income from taxation of trans- 
actions, by means of .stamp duties and registia- 
■tion ices,t]ie Taxation Enquiry Committee holds; — 

“Taxes on transactions in other countries ependd 
largely on tbe c.Ktcnt and importance of the separate 
States, and the extent to which they have adopted their 
own stamps, postal and other, or use a system of emboss- 
ing stamps instead of that of stamp papers. In India, 
it IB not only highly inconvenient to have varying rates 
of duty, but also, so long as uniform stainps are main- 
tained for the whole country, it is not equitable to con- 
tinue the system of division of sources in the case of thd 
stamp duties. For both reasons it is very desirable that 
the stamp duties should be retransferred to the Imperial 
Government. Other taxes on transactions should con- 
tinue to go to the provincial governments.’’^ 

You will notice that this recommendation is in 
<lirect contradiction to the arrangements made 
under the Meston report, and even under the 
general scheme of the Reforms of 1919-20. For 
my part, I confess 1 am not moved by the reasons 
that have been adduced by the Taxation Committee 
thus to put back tbe bands of the fina.ncial clock m 
this country. In fact, it seems^ to me, that the 
Committee appear to have constituted themselves 
.the champion-s* of the Central Government, at least 
if one were to judge from the resources this Com- 

*Cp, cit. para 624r~ 


171 


niittee would place at the disposal of that body. 
If all their recommendations were carried 
-out, the provmces would be either turned 
into mere subsidy -holders of the Government of 
India, having no adequate resources of their 
own; or being in chronic want of funds for the 
-due discharge of the most vital functions assigned 
by the constitution to them. I consider the 
need to maintain a strong and efficient central 
government to be beyond question or cavil, tor the 
moment, in tins country. But I would not accom- 
plish that ideal at the expense of provincial auto- 
nomy implied in such recommendations as I have 
quoted above. Besides, I doubt if the public 
opinion of the country would, at this time of the 
day, consent to such a reversal of the trend of deve- 
lopment hitherto folio wed, which would once again 
make the provinces merely the pensioners of the 
central Government . The difficulty will, of course, 
be unspeakably greater in regard to the States, But 
I am not considering their case for the moment, 
and so it is not necessary to add the complication 
caused by their existence. Even, therefore, from 
considerations applying entirely and exclusively to 
British India, the scheme of federal financing, 
envisaged or implied in the recommendations of 
the Indian Taxation Enquiry Committee, is unthink- 
able as commending itself to any considerable pro- 
portion of the representatives of the people, in the 
central or the provincial legislatures, not to mention 
the official element as it now .stands. Fortunately, 
the Taxation Committee’s Report has not yet 
materialised in any considerable measure in a 
definite policy; and so, perhaps, it is xmnecessary to 
devote further consideration to their reactionary 
proposals for linancial reconstruction. 

There is no need to mention more particularly 
the other sources of provincial revenues. They 
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consist largely of departmental receipts, mainly in 
the nature of Fees for services; and, as such, they do 
not admit of any very great expansion. JBesides, 
they create no special complication from the stand- 
point of federal financing. We may, therefore, 
pass over these, as also the item of provincial 
revenue in the shape of Interest, which is derived 
from loans made to the local governing bodies 
with ineach province. 

In 11 (next Lecture I shall try and present to 
you a similar analysis of the public expenditure 
of the counti^y. 





LECTURE IV. 


Review of the Public Expenditure 
In British India. 


The Public Expenditure of British India, 
since the Constitutional Reforms of 1919-20, 
shows the following progress*: — 


Year, 

mperial. 

Provincial. 

Total. 


Es, 

Es, 

Es. 

1 921 -22 (Accounts) 

1,42,86,52,017 

79,16,25,536 

2,22,02,77,573 

1922-23 

1,36,45,05,548 

77,23,38,522 

2,13,66,44,070 

1923-24 

1,30,39,64,769 

76,09,28,660 

2,06,48,93,429 

1924-25 

1,31,84,92,421 

78,40,69,723 

2,10,25,62,144 

1925-26 

1,29,86,12,305 

85,89,52,792 

2,15,75,65,097 

1926-27 

1,31,69,99,799 

90,17,32,793 

2,21,82,69;793 

1927-28 (Revised 

- 


•r 

Estimates) ., 
1928-29 (Budget 

1,27,73,98,000 

92,30,25,000 

2,20,04,23,000 

Estimates) 

1,29,59,69,000 

96,47,09,093 

2,26,06,78,093 


* The figv^es are taken, as to the first six years, froto the 
decennial statistical Abstract of the Government of India 
G917- 18 to 1926 — 27) and for the last 2 years from the 

Budgets of the linperial and the several Provincial Govern- 
ments, 
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These figures do not indicate any substantial 
retrenchment in expenditure that was so much 
talked of soon after the Reforms ; nor is there any 
real saving in the public expenditure of the country 
as a whole. The fall in the total expenditure of 
the Imperial Government of India is explained, in 
a very considerable proportion at least, by the 
artificial increase in the exchange value of the 
Rupee, and the consequently smaller requirement 
in term of rupees for meeting the so-called " Home 
Charges " of the Government of India. The 
expenditure of the Government of India in England 
is payaldc in sterling ; but the wherewithal for 
those" payments is obtained by the Government of 
India in terms of rupees. There is many an 
intricate problem of politics and economics con- 
nected witii tliis branch of the public expenditure 
in India, which this is not the place to discuss, 
'fherc is one aspect, however, of this expenditure, 
in connection with the manipulation of the stand- 
ard unit of money in the county, which is entailed 
upon the Government of India inevitably by the 
existence of these “ Home Charges;” and which 
materially affects, not only federal financing in the 
narrower sense of the term, but the entire system 
of our national economy. Currency and its ad- 
ministration are, in all federal constitutions, en- 
trusted to the central government, as a rule ; but 
tlic implicit condition of such entrustment is that 
tlie administration of this vital function will be 
conducted by the central federal government in 
the collective interests of the nation as a whole 
cxtdusivc^ly. Where, however, there is reasonable 
ground for apprehending, from actual experience 
m tlie past, that the authority in charge of the 
management of the nation's monetary systems 
with all its ancillaries is likely to be influenced by 
conaderations benefiting only a part of the mtion, 
■i— and not the wjMk. nor even a major portion ot 
the nat inn 's^i^momic interests, — the manipulation 
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of the currency system, and, above all, of the 
standard of value, by such an authority is apt to 
be viewed with a suspicion by no means conducive 
to the health of the body pohtic. The Govern- 
ment of India has had many such experiences, ana 
been invariably exposed to the suspicion of ulterior 
motives, which have brought about at least one un- 
desirable consequence : Public opinion seems to 
feel there is no finality in the monetary policy of 
the Government of India ; nor, so long as the full, 
working, self-adjusting Gold Standard and Gold 
Currency are not introduced in this country, will 
its Government escape the taint of a su^^icion 
clinging to it from the memory of its past misdeeds 
in this department. 


The British Government in India is, more- 
over, not alone concerned. Most of the Indian 
States have surrendered their own separate mints 
and currency systems to be managed by the Im- 
perial Government, in accordance with Treaties, 
the real spirit of which can hardly be said to be 
maintained in the currency revolutions that have 
been effected in the land by government fiat or 
legislative enactment, since 1893, when the Indian 
mints were first closed to the free coinage of the 
ages-old silver rupee. I have referred already, in 
passing, to the unfairness of the receipts frorn the 
two Currency Reserves of the Government of 
India going entirely to the British Government, 
when, as a matter of fact, those reserves have been 


built up by the Indian people as a whole consenting 
to use the artificially valued rupee of the Indian 
Government, and the paper money in terms of 
these rupees, whether inBritish India or in Indian 
States. T shall have occasion to refer to tliis 
matter once again, when I • discuss the 
financial position of the Indian States, and their 
expectations under a federal system. For the 
moment, it is necessary to adcTflftHi^en in British 
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India itself, the monetary and currency policy of.. 
the Government of India, including its reaction 
on the credit system of the country and its capital 
resources, has hardly ever commanded the univer- 
sal approval even of the British Indian public, ever 
since the Government of India found their finances 
disorganised by the vagaries of the rupee, and 
decided to take steps to arrest the variations in the 
exchange value of the rupee to the prejudice of the 
Indian Government or its non-Indian public 
servants. These steps have now a history of more 
than thirty-five years. But without going back 
all these years ; and confining ourselves to the last 
considerable tinkering with the monetary system 
of India, we may note that though the action of 
the Government of India tended, apparently, to 
reduce the burden of the “ Home Charges ” on 
the Indian Exchequer, the Indian public, both 
commercial and intellectual, was almost to a man 
opposed to the changes advocated and carried 
through by the Government. The reason is not 
difficult to seek. The mercantile classes may have 
been swayed by considerations of class gain from 
an undervalued rupee ; but the professional and 
considered opinion of Indian economists in general 
viewed with unconcealed apprehension and mis- 
giving the opportunity for mischief inherent in 
a policy of ti^^ering with the exchange rate of the 
nipee, without definitising the standard of value, 
and making the entire currency system correspond 
to that definition. The currency charges under- 
taken by the Government of India in 1927 have not 
yet been all accomplished, including their latest 
failure to carry through the Reserve Bank scheme ; 
and this by itself is sufficient to make us believe 
that the currency system of the country, and even 
its basis, have by no means yet reached any degree 

of finality. 

This is not a needless digression. The un- 
deniable effed;^i<tif 9 very existence of these “ Home 
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Charges ” makes for a compulsory pinching in the 
provinces as well as the Government of India, in 
regard to the more material departments of the 
cotmtry’s economic development. T have dis- 
cussed the nature and bearing of this portion of the 
Public Expenditure of this country in another 
work, and shall, therefore, not take more of your 
time in repeating myself on that subject. But 
I must point out the connection between this ex- 
penditure, and the exchange value of the rupee 
a little more fully and in detail. The following 
table tells its own tale : — 


Year. 

1 

Amoutit of 
the Home 
Charges in 
Sterling. 

Amount of 
the Home 
Charges in 
.Hu pees. 

Rate ol 
Ex- 
change 
realised. 

Rateoi 

Ex- 

change 

Bud- 

geted. 

? Sav- 
ing or 
los''' in 
crores 


£ 

Rs. 



"" ■ t 

1921-22. . 

31,610,354 

48,09,19,358 

16i 

18d 

—5.76 

1922-2.3. . 

31,744,737 

48,47,44,229 

i 

16d 

16d 

-1-1.50 

1923-24. . 

33,156,980 

49,39,92,742 

161^ 

16d 

-fl.28 

1924-25. . 

31,993,317 

43,62,97,111 

m 

16| 

-b2.16 

1925-26.. 

■ 

29,970,299 

39,55,30,514 

18 3/32 

18 

“4" 0-23 


The figures represent gross expenditure in England 
charged to revenue, i.e. it does not make allowance for the 
steai'ling receipts in England. The figures, moreover, are 
comhmed figiires for th'e central and the provincial goveiti- 
ments collectively, the provincial items being about 1 A million 
sterling in the aggregate. The rupee figures are taken from 
the accoxmts of the Government of India, the sterling figures 
irom the Statistical Abstract for 1917-18 to 1938-27. 

* The statutory rate was 2s.. but the Budget always 
assumed a hypothetical rate which naatJeLa saving if it rose 
and caused a loss if it feU. ’ 
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The Table is only for six years, the remainder 
being omitted, as the rate of exchange during the 
latter years has been kept steady at about per 
rupee, by administrative arrangements or statutory 
authority ; and the consequent variations in the 
budgeted and realised rate negligible. But even 
in these sbc years, when the variations in the rate 
of exchange were considerable and significant, the 
influence of this factor on the general public eco- 
nomy of the country, as well as on the federal 
financing in the narrower sense, is undeniable. 
The total volume of the aggregate “ Home Charges” 
of the Imperial and the Provincial Governments 
fluctuates somewhere about the post-war norm of 
£^>0 million per annum . The rupee cost of meeting 
these charges, at this standard figure, is, at 2/-per 
rupee, Rs. 30 crores ; at l^od. per rupee 36 crores ; 
at i8i. per rupee 40 crores ; at i6i. per rupee 45 
crores ; at isd. per rupee 48 crores. The differ- 
ence of a penny in the exchange value of the rupee 
makes a difference of from to 3 crores. By 
fixing the exchange value of the rupee at i8t^, they 
have made a saving to Government of 5 crores. 
at least, without reducing the total volume ©f-t]K 
Home Gharges, which alone can bring true 
relief in the national economy of India. The 
provincial Governments are concerned to a very 
small extent,— perhaps not more than 5% at most 
of the aggregate “ Home Charges payable by 
the Government of India. But that does not make 


them the less interested in the savings, or losses, as 
the case may be, under the heading " Exchange.” 
On the other hand, the export trade of the country 
is some 300 million sterling in round terms. At 
24^. per rupee, the Indian producer would receive, 
for the same value of his 300 crores ; at zod. he 
would receive 360 crores ; at i8i. he would receive 
406 crores ; at i6i. the rupee value of the exports 

45 0 cbnaparisoii is inevit- 

r, a£^p«^erential reflexion 
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hitherto purused by the Government of India in 
this connection. True, they have effected a saving, 
by steadily raising the exchange value of the 
standard of money in this country, of some 5 to 6 
crores per annum in the aggregate in their own 
Budget. But whether that saving is not more than 
set off by the loss to the Indian producer of some 
50 to 75 crores is a question that cannot be utterly 
ignored in considering the general effect of public 
finance on public economy. 

The provinces are interested, though to a com- 
paratively slight degree, in this matter from the 
purely financial side. Their interest, however, is 
very considerable, — ^as much as that of the Gov- 
' emment of India, — from the standpoint of perfect 
f ederahsm. This is an item of expenditure, which, 
as things stand to-day, is outside the authority of 
the Governments in India. The Secretary of State 
' is responsible for the bulk of this expenditure ; and 
that responsibility is in no way owed to the public 
in India. Hence, the basic principle of true 
federal organisation is defeated, or evaded, by the 
existence of this item in the public expenditure 
of India. The only way to realise the ideal of 
perfect federation would be progressively to reduce 
this item, so as to abolish it altogether in a given 
number of years, at least in so far as such portion 
of this expaiditure as must be made subject to due 
resporisibility to the legislatures m India. 

II. — Variations in the Aggregate of Public 

Expenditure. •: ? 

The aggregate of pubhc expenditure, in the 
period under review, does not show the variatiori 
that the revenue side shows. The to^ expendi- 
ture of the Imperial Government, for example, was 
the highest in 1921-22, being 142.66 crores. 
Steady efforts have been mad^-=^tajbelieve our 
Finance Ministers’ annual statements^— ? 5 ?-«etren<A 
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remorselessly ; so that the lowest point was reached 
in the Revised Estimates of 1927-38 when the 
Imperial Expenditure fell to below 127I cx'ores. 
This is a difference at most of 15 crores ; and, as the 
Budget Estimates for the next year show, the differ- 
ence is being rapidly undone. But even talcing 
this difference at its maximum value, what does it 
amount to in reality ? As we have pointed out 
above, the saving in rupee remittances to cover the 
“ Home Charges ” amounts to some 6 crores in 
round figures, in the Imperial Budget alone. 
Granted that to be a saving, it is yet open to ques- 
tion how far it may be regarded as a true, economic, 
retrenchment, that scientific financing ought to 
aim at. And, on the other side of the shield, notice 


must likewise be taken of the cost to the country at 
large, and particularly to its productive interests, 
for affording this saving to its government at an 
artificiallv overvalued rnoee. The remainder of 
the 75 crores, — 9 crores, to wit, —may be admitted 
to be a. retrenchment, subject to the general 
criticism, that the same number of rupees spent in 
1928 represents 12^% more, simply because of the 
increase in the value of thC' rupee, and consequently 
in its purchasing power. If we apply this test, an 
expenditure of 130 crores represents, in 1928, what 
146 crores represented in 1921 -22, if not more, in 
terms of the purchasing power, to those who bene- 
fited from such expenditure. The Government 
of India have, more than once in the past, conceded 
to their public servants equivalent compensation, 
whenever they tampered with the standard of 
money in the country' ; so that the changes in the 
exchange-value of the rupee need not affect ad- 


versely the " real wages ” in a foreign standard of 
Their non-Indian Public Servants. The Exchange 
” Compensation Allowance, to give it its full name 
' ^nd s^yle, was a grievous burden on Indian Finance 
18,03 onwards ; i.iid Indian critics of the 
'■^^sfMppdRcy^f the ; iSaverhinent of India have 
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criticised this item sufficiently for me not to repeat 
that criticism in this Lecture.* I mention this, 
however, in the present Lecture, to point out that, 
while the Government of India have not scrupled 
to impose burdens on the Indian public purse for 
the benefit of their public serv’-ants of non-Indian 
origin and domicile when their own exchange 
policy seemed to go against these servants, they 
have not included in the mechanism of public ad- 
ministration in the country any means to secure to 
the Government the fuU benefit of any alterations 
in the same department of Exchange, which could 
reasonably be expected to advantage those servants 
of the State, t This is one of several instances, 
that can be quoted from the financial history of the 
last three-quarters of a ceffiury, to show that the 
finances of India have not always been conducted 
by the present mlers of India with an eye exclusive- 
ly to the best interests of India and her people ! 

Though there may seem to be a saving in the 
expenditure of the Central Indian Gov- 
ernment, as shown above, there is, of course, not 
even such a saying, or retrenchment, on the side 
of the provincial expenditure. That expenditure 
shows, in the aggregate, a growth of 17 crores, not 
the whole of which means a pro tanto development 
of provincial administration. Nearly 10 crores of 
this seeming increase in expenditure under the pro- 
vinces is nothing but a diversion of funds, from the 
•contributions made by the provinces to the Im- 
perial Budget to the direct spending by the pro- 
vinces themselves. It would not be utterly irrele- 
vant to point out in this connection the true nature 
of public expenditure in general. Properly con- ■ 
ceived and planned, public expenditure should 
result in nothing more nor less than a, redistribu- 
tion of that portion of the wealth of the community, 

*Cp. Sixty Years of Indian Finance, pp — 58. 

fSee however Sixty Years of Indi^Finauc.*Vsj 3 . 131. 
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which comes into the public purse, and is spent 
through public bodies. Even without any particu- 
lar State accepting it as a set purpose of its activities 
to bring about a gradual and more equitable redis- 
tribution of the community’s wealth by means of 
its public financing, the ordinary activities of the 
State, as manifested in its public expenditure, 
inevitably result in a promotion of the public 
welfare, if it is truly scientific in its design and 
operation. Even the seemingly wasteful item of 
militai^y or rather Defence, expenditure has this 
undeniable tendency, in a properly conceived 
system of public finance. In so far, therefore, as 
the item above-named, in the Indian public ex- 
penditure viewed collectively, means merely a 
change of authority actually doing the spending, * 
no great point of principle affecting public economy 
is involved. From the standpoint of Federal 
Finance, however, and with particular reference 
to this country, the fact of this improvement in the 
provincial expenditure must be welcomed, if only 
because it represents the pro tanto increase in the 
attention paid, through the agency of public 
financing, to the material needs of the country. 
But perhaps this point will be better understood 
when we consider the several items of public ex- 
penditure, and the progress under each, in the 
Imperial as well as the Provincial Budgets. Here 
let us conclude this particular aspect of our enquiry 
by the subjoined table, showing the progress of 
expenditure in the aggregate in the several pro- 
vinces since the Constitutional Reforms of 1919-20.* 
Among themselves, the Provinces show very nearly 
the same variety in expenditure, as we have seen 
them showing on the side of revenue. While 
Madras shows an increase of nearly 5 crores in 
8 years, Punjab 4, Burma 2, Bihar and Orissa and 
fixe Central Provinces i each, Bombay, Bengal and. 
file United Provinces show pretty nearly the same ‘ 

* Bpdgi^ on the ex^nditure side. Of these three,,* 
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while Bombay and Bengal might be said to have 
benefited the least by the remission of the Pro- • 
vincial Contributions, the United Provinces can 
hardly be said to be in the same category. Its pro- 
vincial contribution was the next largest after 
Madras, and yet its increase in expenditure shows 
scarcely an expansion of 65 lakhs in 8 years. This 


{N.B . — ^The figures are in thousands of rupees.^ 


^ Province. 

1921-22 

1922-23 

1923-24 

1924-25 


1 

Es. 

Rs. 

t 

\ 

Es. 

1 

Es. 

Madras 

12,73,60 

12,60,77 

1 

12,63,07 

13,08,50 

Botnbay 

15,01,93 

j 

13,53,17 

14,23,45 

14,72,57 

Bengal. . 

10,47,91 

9,59, 2l| 

1 

9,77,95 

i 

9,76,01 

United Provinces 

11,49,42 

10,70,981 

i 

10,47,50 

10,42,49 

Punjab 

8,81,11 

8,85,44 

8,04,01 

7,94,73 

. * 

Burma. . 

9,03,68 

10,24,28 

i 8,85,08 

j 

9,86,76 

Biliar and Orissa 

1 

4,57,96 

4,63,24 

4,84,83 

5,13,12 

1 

Cmtral Provinces 

4,95,40 

4,89,67 

4,94,42 

4,88,25 

Assa5Qci 

i 

2,06,23 

2,05,46 

1,90,01 

2,00,29 

j 

Total 

79,16,26 

77,12,13 

76,69,84 

77,82,71 
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{NJ3.— The figvires are in thousands of rtipees;. 


Province. 

1926-26 

1926-27 

i 

1927-28 i 

t 

f 

i 

3928-29 


Rs. 

Bs. 

, 1 

Rs. 

Rs, 

Madras 

13,78,99 

16,82,21 

15,58,07 

17,47,62 

Bombay 

16,16,62 

16,51,68 

15,99,03 

1 

16,49,83 

Bengal.. 

10,30,63 

10,70,95 

11,03,95 

11,19,62 

United Provinces 

11,72,43 

12,84,79 

11,70,74 

12,04,30 

Punjab 

9,94,88 

12,32,43 

12,07,68 

12,77,03 

Burma.. 

10,79,62 

11,91,98 

1 

12,09,72 

11,78.46 

Bihar and Orissa 

6,64,92 

1 

6,05,01 

6,94,21 

1 

6,87,96 

Central Provinces 

5,32,62 

5,96,86 

6,39,31 

6,82,07 

Assam 

2,38,21 

2,58,20 

2,67,64 

2,89,29 

Total 

•\lr 

1. 

86,26,23 

95,74,11 

92,30,26 

96,36,29 


•indicates perhaps, the margin of financial initiative 
‘ *and autonomy in the provinces under the present 
? constitution, which may have to be radically recon- 
‘^sidered when the Constitution itself is fundament - 
■ ;ally recast. 

■M 


To understand, however, the real scope of 
'provincial economy and development, possible 
under the present arrangements, let us consider the 
*' Individual items of expenditure in the Central and 
: fhe Provincial Governments in British India. The 
|ubjoined table gives these items for the six years. 

• A 



♦ The %are8 are taken from the StatiaUcal Abstr(xc 
to 1926-27, up to 1926-27, and thereafter from th 
^ lual Budgets of the Provinces. 
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for which the final accounts of the several govern- 
ments are available. t It would be impossible to 
consider each of these items, with respect to its 
nature and baring on the public economy of this 
country, within the limits of a single Lecture. 
May I refer those of you who may be interested in 
imderstanding the precise place and influence of 
each of these items to another work of mine, where 
the matter is considered from a different stand- 
point, f From the standpoint of Federal Finance, 
as applied to India, I think it would answer our 
purpose, if we took the various items in the classified 
groups in which they are shown in the public 
accounts of the country, as presented in the Table, 


Let me note in passing, at this stage, two points 
of interest in detail to students of public finance , 
as weU as of federal organisation. The .fact that 
the accoxmts of the governments in all the pro- . 
vinces as weU as in the Central Government are ' 
presented on a imiform basis must redound very J 
largely, not only to the convenience in administra- ; 
tion, but also to simplicity in study. I am by no : 
means convinced that the classifi.cation of the *' 
revenue and expenditure of the State in India is .• 
as scientific and exact as it weU might be. In an- . 
other work of mine, to which I made a reference * 
just now, I have endeavoured to show why the ; 
exfeti% ck^ification* is tinsuitable, and w'hat rea- J 
sonable hriprovements Can b^f made therem. Heace $ 
it is enough to add that I propose to take up the ^ 
detailed discussion of public expenditure, Ha. hhe,g 
Central as weU as the Provincial Govemsfec^y 
under the foUowing main groups : — (i) Direct p 
demands on Revenue, including the cost of collec- 
tion ; (2} Developmental Expenditure consisting ^ 
mainly of the R^ways, Irrigation and the Post C 



Office Charges t (3) Charges of Civil Administra- 
tion in general ; (4) Interest on Debt ; (5) Non- 
effective Civil Charges ; (6) and Military or Defence 
Expenditure. Of these, Defence, Debt, and De- 
velopment of material resources are, almost exclu- 
sively, under the Imperial Government ; while the 
remaming are shared in varying proportions by the 
Central and the Provincial Governments, as shown 
clearly in the Table foregoing. 

The other point _ of interest to students of 
federal organisation is that, under the existing 
Constitution, there is a marked difference between 
what is styled “ Voted ” Expenditure, and “ non- 

^n'^i l3Ot.l1 in the Imperial and 

the Provincial Governments. The following 
figures are illustrative of the difference : — 

(N.B . — The tyures are in Lakhs of R upees ) . 

4 

Cekteal Governivient Expeitdittjee* 


Year. 

Total. 

' - ' ' i 

Vot^. 

“■ J 

Kon- 

voted. 

Batio of 

1 

*2 

3 

i 

1 

3:2 

4 : 2 

1921-22 

1922- 23 . . 

1923- 2i . . 

1921-25 . . 

1925-26 . . 

Rs. 

1.42.86 
1,36,43 

1 ,30,39 

1.31.86 
1,29,86 

Rs. 

18,02 

16.85 

15,66 

23,10 

17,74 

Rs. 

1,24,84 

x,19,58 

1,14,73 

1,08,75 

1,12,12 

Bs. 

12% 

12.35 

12% 

17% 

13.66 

Rs. 

88% 

87.65 

88% 

83% 

86.34 


*T]ie figures above are after deducting the working ex« 
penses of the Bailways and Post Office, which wou] i add 
W orores to columns 2 and 3, and so affect the proper- 

''95^' JL> 


J t&>ii of 3 : 2 and of 4 : 2. As, however, there is no responsible 
governjnent in the federation, I have taken the net figures* 

J For the nature of the Indian revenue from these com- 
services, see the present writer’s Swtv^ Years c/ Iridian 
Part III, 2nd Eaition. 
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{N.B . — ^The figures are in Lakhs of rupees). 



Pkovu^ciax Governiwent Expeneitttre. 

Year. 

Total. 

Voted. 

Non- 

Ratio of 




voted. 

7 

:8 

1 

7 

1 

1 

8 

1 

9 



1 Es. 

1 

Bs. 

Es. 

; ! 

: 1 

• 

1921-22 

79,16 

58,94 

20,22 

74% 

26% 

1922-23 

77,23 

54,13 

23,10 

70% ; 1 

30% 

1923-24 . . 

76,09 

61,14 

14,95 

80% 

20% 

\ 

1924-25 . . i 

^ 1 

78,27 

61,72 

16,56 

78.8 

21.2 

i 

1926-26 . . ; 

1 

85,77 

! 

67,82 

17,95 

’ 1 

( 

1 

79% 

21% 


In the aggregdte of the Imperial and Provincial 
Expenditure combined, less than 40% comes before 
the Indian Legislatures to be voted ; and even of 
this small amount, not all the beneficiaries are 
under the so-called Transferred Departments, 
which are in the charge of responsible Ministers. 
In the Provincial Budgets the proportion is greater; 
but hot all the voted expenditure even in the Pro- 
vinces is in the charge of the Ministers responsible 
to the representatives of the people. In the cash 
of the Government of India, the principle of 
Ministerial responsibility is conspicuous by its 
absence. For proper federal finan cing, I think 
it would be generally agreed there ought to be full 
responsibility enforced, as regard^ the spending 
authorities, towards the representatives of the 
people, in Legislative Cotmcils assembled. And 
when that ideal is accomplished, it is more than 
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doubtful if the volume as well as the du-ection of 
the country’s expenditure, no matter by what 
authority incurred and defrayed, will remain the 
same as it is to-day. 

Review in Detail of the Public Expenditure 

in India. 

Charges of Collection. 

Talcing the several groups of expenditure 
under the Central Government separately, we find 
that the cost of revenue collection, including re- 
funds and drawbacks, is reduced, in the six years for 
which the final accounts are tabulated on p.p. 185-6 
from Rs. 527 lakhs, to 420 lakhs. Compared to 
the total net revenue of the Government of India, 
some 130 crores, this works out at a little under 
3^%. Viewed historically, this is a considerable 
improvement or retrenchment, indicating either 
improved tax-collecting machinery, or internal eco- 
nomy in these departments. Compared to the cost 
of raising a much higher volume of inland revenue 
in England, the cost of tax-collection to the Govern- 
ment of India is considerable ; and it is, perhaps, 
not too much to suggest that there is still room for 
further economies. India has, however, certain 
peculiaries of her own, which entail a relatively 
higher expenditure for tax -collection and adminis- 
tration. The country is verj,^ large ; and the reve- 
nue has in many instances to be collected from a 
very large number of very small tax-payers, which 
naturally malies the tax -departments in India 
relatively more costly. Fiom the stand. -point of 
Federal Finance, hovwer, it must be that the 
corresponding item under the Provincial Govern- 
ments, taken collectively, is much larger, absolutely 
as well as relatively. For a total revenue collection 
of a* little over 90 crores, the provincial cost of 
» tOilg crones in 1926-27, as against the 


similar item of 11.69 crores in 1^21-22. *There is 
a decline, no doubt, even in the provinces from the 
high water-mark of the post-war inflation. But 
the relative proportion is still very much higher 
in the provinces. The suggestion cannot, there- 
fore, be out oi place, whether there is no possibi- 
Hty, by combining the tax -collecting machinery of 
the Government of India and of the Provinces, to 
■ nialce substantial savings in this respect. In other 
federations, like Australia or Germany, they have 
managed to effect economies in this direction, 
without abating in any way the true spirit of fede- 
ralism in their constitution and administration. 
Why should ‘not the same be effected in India? 
The modem tendency has increasingly been, as 
remarked by the Indian Taxation En^uity Com- 
mittee, \ to divorce administration from politics by 
making the actual administrators, including the 
collectors’ of taxes, secure against the ebb and flow 
of pohtical sentiment. As the work of tax adminis- 
tration, — including assessment, exemption or re- 
bates, collection and refunds, — is becoming a highly 
complex task, requiring considerable training and 
experience, the departments concerned with the 
levying and collection of the taxes are being entrust- 
ed .more ^d more to experts. Pohtical respon- 
sibihty is, in their case, assumed by a parhamehtaiy 
chief, who need have no expert knowledge equal to 
funning his department, but who would be com- 
petent to represent the viewpoint of the expert to 
the representatives of the people. Unlike the 
American federation, which started with very 
advanced notions about democracy in practice, and 
sought tO'reahse these notions by making all con- 
ceivable ofiices,— including that of the tax-collector, 
— elective, we in India have no great reason of 
apprehend the progress of democracy as likely to 
militate against efficiency in administration. It is 
one of the less known blessings of a strongly 

o Cp. The Statistical Abstract*L9n -18 to 1926-27. 

t Cp. Op. Gt. Ch. XVII para 554 at Seq. 
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entrenched bureaucracj^ like ours, that for its own 
Safety and security against incompetent chiefs, it 
evolves codes of regulations that renders the t^ sk 
of administration almost absolutely fool-proof. 
The new Ministers in the Indian provinces have 
been under sufficient awe of their Civilian subordi- 
nates, well entrenched in the positions they occupy 
by right of the codes of Government Service Rules, 
not to take hberties with the day to day administra- 
tion of the departments nominally in their charge. 
They are, likewise, duly primed with an adequate 
sense of their own incompetence or ignorance of 
such high mysteries of the art and craft of govern- 
ment, not to be too anxious to show themselves off, 
either before their colleagues, or even before their 
constituents. The task of administration, in the 
revenue as much as in other departments of Govern- 
ment, has remained in the hands of the expert in 
India, and there is no reason to believe that in the 
near future the course of tradition prevailing in 
this coimtry will be turned upcfh itself. 

These two requirements being already there, 
the consummation of further economies in the , 
machinery of tax-collection is not entirely impossi- 
ble in India. True, the provincial tax-collector 
has to discharge a multiplicity of duties, which 
leaves him very little room for studying carefully 
the minutiae of tax -collection. They have found 
it, otit in America by actual experience that : — 

“ Conditions of administration are about as import- 
ant as the rate of taxation in determining the success or 
failure of property and income-taxes. Under a purely 
local system of administration, there never was Mid never 
will be a generally satisfactory system of ot 

eitiber income or property, for reasons perfectly famUinir 
to us ail. Central control of the process of assessm^ is 
' ’ ' Mficeasary for the successful operation of either a pyrt tyity 

tax, and hardly more so fbr 

- ’ . . . ■ ^ . - ' ' - - »'■' 
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And hence the Indian Taxation Enquiry Gommittee 
recommended that, so far as the central Indian 
Government was concerned, a Central Board of 
Revenue be instituted to administer the Income- 
tax, Customs, and Salt Duty.t The staffs of each 
of these large departments would, of course, be 
different , but they and their work would be co- 
ordinated, so far as to effect all possible economies 
by that device. TYiq rationale oi such a recom- 
mendation is such a degree of centralisation as 
would ensure sufficient and efficient control, not 
only to guard against the ever likely danger of tax- 
evasion, but also to avoid any needless duplication 
of machinery that could possibly be avoided. In 
the case of the Provinces, the tradition of Indian 
administration has, until very recently, been to 
centrahse all functions of administration in a single 
district officer, whose very name,— Collector- IVIa- 
gistrate, — vindicates the multiphcity of his duties 
The growth of work, and the specialisation of the 
same, has enforced, even in the provinces, a grow 
ing vogue of separating all separable function- 
froin this relic of a vanished age of public adminis- 
tration. !\ew departments are being created in 
the provinces no less than in the Government of 
India ; and the tendency of all further progress is 
bound to emphasise this pecuUaritv. The reason- 
J^ierefore, of the Indian T^tion Enquirv^ 
Committee in the following passage, seems to be at 
variance with their own conception of the probleih 
before them: — ■, ' ■ • ■ ■ 

“ While in the case of the Imperial depattmeyfs, 
what has been reviewed is a condition of growth, M tie 
case of the provincial staffs there is found to be a process 
of disintegration. The Collector has been reUeved ot 
a great part of his powers. The Excise Departments, 
where they have been separated jrom the Salt, have been 
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weakened bv the severance, 

The remedy in all these cases, as well as in the matter of 
the isolation of Imperial departments, seems to be to 
restore the authority of the CoUeetor, but in s capacity 
quite different from that in which he exercised it in the 
old days.” 

As the Committee are themselves aware, the resto- 
ration of the Collector to his old position of a dis- 
trict dictator is no more desirable than it is feasible. 
‘But they would like to malce of him a liaison officer 
as regards the central departments of revenue 
concerned in the district ; and in the case of the 
provincial departments of revenue, making due 
allowance for the modem tendency of speciahsa- 
tion and separa-^ion, the Committee would stiU 
make the Collector in each district the controlling 
authority there in aU matters of provincial taxation. 
I cannot, however, see what possible economies 
such a reversal of the trend of recent developments 
w^ould achieve, nor how far it would help to perfect 
the machinery of federal finance in administration. 
All the ordinary departments of provincial taxation 
wiU. have to be under the provincial Finance Minis- 
ter, the better to enforce the principle of ministerial 
responsibility, as the corresponding departments 
in the case of the Central Government are under 
the central Chancellor of the Exchequer. Their 
administrative staffs will have to be necessarily 
different, being chosen for the special requirements 
of each such department. The District Officer 
will only be a kind of a fifth wheel in the coach, 
if he is reinvested wdth the authority he once used 
to enjoy in the daily administmtion of the country, 
though only as a mere controlling and co-ordinating 
authority. For a proper working of the feder^ 
machine, we shall have to devise as complete a 
^paration of the revenue and expenditure between 
ihe Imperial* and the Provincial Governments hs 
sMy be possible imder our circumstances and his- 
Having done that, 1 cannot but think it 
g^ld l% unwise td imdo that very work by re- 
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instating the Collector into the position of a district 
dictafor, unless such a course clearly guarantees 
adequate economies in the administration of those 
departments and the collection of the revenues 
therefrom, so as to justify our modifying the princi- 
ples of federal finance to that extent. 

Material Development of the Country; 

Interest on Debt. 

The task of the material development of the 
country seems to lie to the largest extent with the 
Central Government, at least if we are to judge 
from the volume of its outlay on such matters as 
the Railways and the Post Office. The Provinces 
are solely responsible for the Irrigation Department, 
and for Roads and Civil Works in their jurisdiction ; 
but it is open to que.stion if the full importance of 
the roads as a national concern has been yet under- 
stood by the Indian authorities.! The provinces 
spend, in the aggregate, between the Irrigation 
Works and v'hat are called Civil Works in their 
territories, over i6 crores, out of a total expenditure 
of some 90 croreg or about 18%. There can be no 
doubt that Irrigation is a fit subject of provincial . 
activity, even when particular works affect more 
than one province or state, and as sxTch demand the 
intervention of the Imperial Government. Whe- 
ther we consider these as means of adding to the 
material wealth of the province directly, or whether 
we regard them as a kind of insurance against the 
periodical shortage of rains from which India is 
still liable to suffer from time to time, the over- 
whelming interest of the local authority cannot be 
gainsaid. Only, m the event of the exist ing Indian 
Provinces being dismembered and redistributed. 

Op. Cit., para. 571. . 

t The recently published Report of the Jayker Com- 
mittee on Roads must be regarded as an exception to this 
remark. 

# 
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on any of the ideals now being suggested for the 
purpose, it be questioned if the new provinces 
wiU be able, on their own account, to keep up these 
works, and to promote them still further. It has 
already been perceived in man 3 ’' far-seeing circles 
that the redistribution -of provinces wi 1 invob’^e 
a considerable blow to the financial autonomy of 
the new units, assuming that the present principles 
of distributing powers and functions, resources 
and obligations, remain substantially unaltered. 
I hold it to be necessaiy, as well as advisable, to re- 
constitute mam'’ of the present provinces on some 
more intelligible principle of local harmony and 
integrity ; and I think it is by no means impossible 
to secure this ideal, without affecting either the 
financial autonomy of the reconstituted provinces, 
or our general equipment for achieving 
progressive material prosperity of the countr}'’. 
But that must depend on the readjustment of 
certain fundamental principles of our present ' 
sj'Stem of administration, which will be indicated 
to you later on this evening. 


In the case of the Imperial Government, the 
most considerable departinents that can claim to be 
making a contribution in the material development 
of the nation, are the Post Office and the Railways. 
This is not the place to discuss the nature and -con- 
sequences of the railroad enterprise of the Govern- 
ment of India on the general prosperity of the 
country ; nor even the principles which govern 
to-day the revenue for the State derived from that 
enterprise. In so far, however, as they are a nation- 
wide concern, there can be no doubt that the au- 
thority in charge of them should be the Central 
, Government. But the conditions under which 
: n StJch an entrostment is implicitly made are : that 
, ■ fthe Cestral Government would not so conduct this 







uad^daking', as either to lead to any— the 
mvidhousTBsss of treatment as between 


^iny two or more of the several units of the federa- 
tion,— whether British Indian provinces, or the 
Indian States,— or to involve an indirect loss to the 
•community as a whole, because of the undue pre- 
occupation of the State with the success cominer- 
■cially considered, of that undertaking. There are 
points in the railways rate-inaldng policy of the 
Government of India to-day,— and more still in 
regard to the further expansion of railways —which 
have made many an Indian^ State feel seriously 

Xh.cr6 3,r6 ch-scs in the Railway rates 
no^v in vogue in this country, which involve inten- 
tionally or otherwise undue preference even in 
British India f o one class of the raUway customers 
•as against another. If the Government of India 
are to be left in sole charge of this magnificent 
asset of national development,— as they mifst be — 
they will have to revise radicaUy such princir le^ 
have been hitherto evolved for the iCagVment 
of the railways. Above all, the fact that the Gov 
ernment of India are interested so heavily in^the 
financial success of the existing railway enterprise 
must not blind them to the economic" possibilities 
of roads with motor traction, or inland navigation 
on existing rivers, with, if necessary, farther 
canalisation for navigation purposes. So far the 
Indi^ Government have failed to realise these 

■thl h S? it is more 

th^ that, with the growth of provincial 

interest and enterprise in regard to improving locd 

means of cheap and convenient transport the 

provinces may press forward with schemes and • 

measures, which may compel the Central Govern- 

Hicnt to icview fundamontally their entire in 

respect of the rahroad ente/prise o^e ?onn?r^ 

And, moreover, the local railways known as trS 

ways in the cities, or district railways in larger 

areas are and must be within local or provincial 

-•^.^l,®^^^tion, just as the railway running exclusively 

within the jurisdiction of an ftidian State is even 
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now the concern of that State, subject of course, 
to such principles of railway policy in general which 
are common to the whole country. The Govern- 
ment of India would naturally not like the develop- 
ment of these provincial means to an extent, and in 
a manner, that would conflict with their own vested 
interests in the matter. It will, therefore be neces- 
sary to reconsider the division of powers and 
functions in this behalf, in any scheme of constitu- 
tional reconstruction that may come into effect 
hereafter, so as to combine the needs of local 
development of the country?’, with due regard to the 
rights and requirements of the several partners in 
a federation. 


In this connection we may also consider the 
problem of Interest pa5mients by the several Indian. 
Governments. Much of this interest charge is 
due to capital borrowed for the purpose of con- 
structing these works of material development, 
and hence the connection between these items. 
This is not the place to discuss in detail the oidgin 
and a>ns^ences of the public Debt of India, as 
also the history of the policy of the Indian Govern- 
ment in regard to the jnyment of interest and 
repa3nnent of capital, as and when due. Confining 
oursdves only to the division of this item of ex- 
penditure, we find the Government of India bears 


an aggregate debt charge, _m its latest Budget, of 
over 4g.io crores, of which 27.47 crores is on 
account of Railways, 5-74 crores on Provincial 
Loans AccoTmt, 6.21 crores on account of miscel- 
lan^us obligations, 0.12 crores for irrigation, 
0.66 crores for the Post OfiSce Account, 21 hkhci. 
.0^ other heads, and 5*39 crores on account of 
gednction or^ avoidance of debt. The Provincial 
p^ernmaits pay 3 . 39 crores by way of interest in 
aocoonts of 1926-27. The aggregate interest 
***** however, shown quite exactly in 

***^®*^ as the rupee figure in 
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respect of the interest on the same amount of the 
sterling debt of the Government of India has come 
down substantially, owing to the appreciation in the 
•exchange value of the rupee. As the Government 
of India, are hea\y borrowers every year in respect 
of their Railways &c., the amount of the Debt is 
-constantly rising ; and hence the saving due to the 
appreciated rupee, as regards the interest payment 
on the sterling debt, is not noticed. T have already 
alluded to the Provincial Governments’ claim in the 
past for an independent right of borrowing, and 
the gradual concessions made to them in that belialf 
by the Central Govemm.ent. The evolution of 
financial decentralisation in India has too clearly 
•established that rigjit in the provinces to be ques- 
tioned in principle in any scheme of future constitu- 
tional developments. At the sanre time, it is an 
'Open question whether it would not tend to greater 
economy, if the maintenance of the public credit 
of the people of India were centralised, for purposes 
of administration only. The provinces must, in- 
<ieed, have unquestioned right to demand loans for 
works of provincial utility and benefit ; and in 
•deciding on the suitability of any given projects, 
the provincial government must be the sole au- 
thority. They must, however, make good to the 
Imperial Government the interest and sinking 
fund charges that the latter may have to bear on 
account of the province in respect of any loan it 
might .ask for. And, of course, no Provincial 
Government could be allowed to borrow for any 
but productive purposes, the definition of “ pro- 
ductive ' ’ being settled in advance, as they do under 
the present federation in Germany. In view of 
the peculiarity of India in regard to Famine, the 
■definition of - productive purposes ” will have to 
make due allowance for this peculiarity. 

This applies to British India. The provision 
of productive capital for the development of the 

'W 
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areas under the Indian States stiU remains to be-' 
accounted for. But the principles wiU then be' 
generalised and common to the entire country' 
that : All borrowing by any part of the federation 
should be done through the Central Government^ 
though each component part of the federation, 
should be the sole judge for the need of the local 
objects for which it asks for a loan. This is to be 
on condition that these objects must come within 
the definition appointed in advance in that behalf, 
either by the express terms under the constitution, 
or by rules made by common consent under some 
general provision of the constitution in this con- 
nection, The Central Government of the coun- 
try wiU alone be responsible for the payment of' 
interest and principle of the public debt of the 
country, taking at the same time all the receipts in 
the nature of Interest, from whatever Source they 
may come. The provincial governments must: 
make good to the imperial government all the 
interest and sinking fund charges in respect of any 
project carried out by them from loan monies- 
borrowed through the Government of India ; and 
the income of the productive works in mch pro- * 
vince must, for this purpose, be mortgaged to 
the extent of this Interest &c. payments. The 
logical extension of this principle may even 
involve the transfer of all the Productive Public- 
Works to the Central Government, at least in so 
far as the income from these works, sufficient for 
paying the Interest and other charges, is con- 
cerned. The balance, if any, must go to the * 
Government, which, under the Constitution, 
is given that particular class of works. Not only 
would such an arrangement mean more econo - 
mical borrowing, and more adequate capital : 
supplies,, than is possible nowadays for the lesser- 
administrations to command; but even the-. 
faBOh fe general treatment 

'C^.;tho .public debt, its coiisolidation and reduc— . 



201 


tion by such means as conversion, or even 
annuities, would be very much facilitated, to 
the immense economic as well as financial advan- 
tage of the country as a whole. 

Expenditure on National Defence. 

On the side of the Imperial Government, the 
charges in respect of the national defence cons- 
titute an exclusive obligation. This is not the 
place for me to discuss the nature and bearing of 
our provision for national defence and security, 
viewed financially as well as economically. I can 
only refer, once again, those of you who are interes- 
ted' in the matter to the other w-ork of mine on 
the Sixty Years of Indian Finance.. I may onlv 
add that, considered from every point of view, 
the defence charges of the Indian Government 
are excessive, as much with reference to the 
peculiar needs of India considered alone in that 
regard, as from the real value received by India 
horn that item of our public expenditure. The 
Indian Retrenchment Committee, presided over 
by Lord Inchcape, reported, more than five years 
ago, that the _ standard cliarge for the miiitary 
defenc e of India, that f'an in fairness be throwm 
on India, must not exceed 50 crores per annum. 
The purchasing power of the rupee, as weil as 
the exchange value of the same, were, at the time 
the Retrenchment Committee deliberated and re- 
ported, at least I2|% below what they since have 
come to be. Personally, I have never been able to 
convince myself that the standai d figure of fifty crores 
laid down by the Inchcape Committee was arrived 
at by an adequate, scientific consideration of the 
real defence needs of India exclusively. Nor can 
I find anything in the Report of that Committee 
which would indicate their full appreciation of the 
real wastage due to the principles now governing 
the Army in India, its purpose and strength, its 
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cost and burden. The actual words of the 
Inchcape Committee give, however, sufficient 
official authorit}- fcr the feeling, never absent from 
the Indian political mind ever since it became 
pnscious of its burdens, that the cost of defence 
in this country is excessive beyond all proportions. 
Say.s this body of official investigators, after 
recommending a total retrenchment of I3’95 
crores in the military Budget for 192:^-23: — 

“ Wo do not, however, consider that the Government of 
India should be satisfied wdth a military budget of Rs. 57 
crores, and wo recommend that a close watch be kept on 
the details of military expen-liture, with the object of 
bringing about, a progressive reduction in the future. Should 
n *urther fall in priet-s take place, we consider that it may 
be possible, after a few years, to reduce the military budget 
to a sum not exceeding Rs. 50 crores, although the comman- 
der-in-chk'f does not subscribo to tJiis opinion. Rvon this 
iH more, in our ojiinion, than the tax-paper in India should be 
oallcd upon to pay, aiul though revtmue may increase through 
a revival of trade, there would, wo think, still be no justfe- 
eat ion ^or not keeping a strict eye on the military expendi- 
ture, with a view to its further reduction.” 

The Committee had, be it noted in passing, 
discovered ample examples of laxity in financial 
administration in the several departments of the 
army, not to feel a most serious need for a con- 
stant vigilance in this part of the public expendi- 
ture, But they approached and treated this pro- 
blem, from the standpoint of mere retrenchment, 
without paying due regard to the true economy of 
a nation's provision for its defence. They either 
did not perceive, or did not adequately express, 
the disproportion between India's financial ability 
and her cost of national defence, especially in 
contrast with the European powers, or any of t^e 
Self-jGoverning Dominions of the British Empire. 
They gave no adequate • consideration to the pro- 
folem of the mval defence of the countrjd Confining 
th6iBtselve!5 strictly to the Army expenditure, as 
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•they actually found it in practice; and ^without 
suggesting any reconsideration of the basic princi- 
ples of India’s national defence, its means and 
•organisation, they nevertheless recommended the 
•retrenchment to the figure indicated above, with 
hopes of a still further reduction. The condition 
laid down by them, — a fall in the rupee prices, — ^has 
jactually come to pass. Yet the Government of 
■India have not still reduced the military Budget, 
— which is of course a non-voted item of expendi- 
ture — even to the standard figure suggested by the 
Inchcape Committee of nervous capitalists and 
zealous Britishers. A glance at the table upon p. 
would amply confirm this reflection. The Com- 
mittee, further, did not include in the Military 
Budget, — as I consider they should have included, 
.—the burden of interest in respect of all the debt 
incurred in the past for militar}’' reasons ; nor did 
they add to the figure submitted to them the 
deficit met out of the current revenues for a long 
term of years on account of the frontier railways, 
which were originally eonstructed as a provision 
for defence. Counting all these ; and providing 
also for a modest Indian navy for educational 
purposes, I worked out, in a Memorandum on the 
Public Expenditure of India submitted to the 
Inchcape Committee, the fair and reasonable cost 
of the country’s defence on all sides, by land or by 
sea, to be not exceeding 45 crores per annum. 
There is, you can see, a wide margin still, 
between what well-informed Indian opinion 
would concede to be a fair as well as adequate 
provision for defence, and the figure .still insisted 
upon b}'^ the irresponsible Indian Government 
as the indispensable minium for the purpose, in 
spite of the appreciated rupee, and notwithstand- 
ing the fact that a great amount of what ought to 
be in fairness included in the Military Budget s 
rigorously kept outside. There has been, really 
speaking, no material retrenchment in the Mili- 
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taiy Budget; and that is why Indian public 
opinion is determinedly critical of this item every 
session of the Legislative Assembly. If aU the 
possible economies were effected in the organisa- 
tion and expenditure for India’s military defence; 
if the present British element in tlie Army in 
India, — four times as costly as the corresponding; 
Indian unit, — ^were progressively reduced, so that 
it disappeared entirely in ten years’ time from the 
beginning of this policy; if adequate scientific 
provision were made for a first and second line 
of reserves, which are to-day so conspicuous by 
their absence or poverty; leaving the true nation- 
al defence of India to be a most hazardous affair ; 
if a further additional provision v ere made for a 
Navy and an Air-force for India exclusively, — 
the total net co^t of that comprehensive provision 
for defence ought not to exceed Rs. 45 crores. 
The subjoined table, taken from, the work on 
Indian Finance I have already referred to, illus- 
trates my meaning more clearty. — 


j 

N". B. Pigures are in crores of rupees. 


Military Budget of 1922-23, 
as submitted to the Incbcaps 
Committee. 

Military Budget as it would 
be 10 years a^ter the adoption 

1 of: these reoommefidatlons. 

. Standing Army 
Elective . . . . i5.28 

Non-Effective . . 4.85 

Home Charges . . 17.35 

Marine (Net) . . 1.37 

Military Works 4.65 

Extra Interest . . 17.14 

Standing Army . . 15,00 

First Reserve . . 10.00 

Territorial Reserve. 5.00 
Navy & Air Force. 5.00 
Arsenals &c. , . 3 OO 

Extra Interest . . 1.00 

Home Charges . . 10.00 

Total.. .. .. 90.64 

LessjjReeeipts * . . 6.64 

Total . . . , 49.00; 

Less Receipts * . ; 

k Hefencew 85.00 

Net cost of Defence. 45,00 
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These are naturally round figures; and the 
item of Home Charges therein is particularly 
liable to substantial modification, if the suggestion 
made for a progressive reduction of the British 
element in the Indian Army is adopted. The 
difference, however, may be spread over the other 
items to account for the normal expansion of the 
same. I have also worked out, in the work 
referred to, in some detail, the reasoning and 
calculations, which give these figures. But 
whether or not they are taken to indicate the 
exact margin of possible economies, I shall be 
content to put them forward as indicating the 
direction in and extent to which the financing of 
the defence of India may by recast. 

You may well ask: what has this discussion 
got to do with the main subject of my Lectures, 
Viz. Federal finance in India. The provinces have- 
now no longer their own independent armies, though, 
the separate presidency armies were in existence as 
recently as the last decade of the last century. But 
the fact that our evolution towards federalism has 
dispensed with separate provincial provision for 
defence,— as in fact must be the case in all sound- 
ly organised federations, — must not blind us to 
the fact that, so long as the Imperial Government 
of India continues to be liable for this heavy out- 
lay every yea.r, the margin of funds available for 
the provincial expenditure must necessarily be 
restricted and inadequate. The revenues that the 
provinces can be allowed are unavoidably hmited 
by the superior needs of the Imperial Govern- 
ment. Under the circumstances, for the proper 
dev’-elopment of perfect federalism, the provinces 
cannot but be vitally interested and concerned in 
this aspect of the central expenditure. And the 
interest will deepen as the control of policy in the- 
provinces comes more and more in charge of tha 
responsible popular Ministers; for they will not 
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have the same sympathies which the British 
bureaucratic governors of the provinces hitherto 
felt with the Government of India in providing 
as they have done for the defence of the country, 
that is; for the maintenance of the British Rctj in 
India. More even than the Provinces, are con- 
cerned the Indian States, whose case in this con- 
nection is as interesting as it is peculiar, and, in 
judgment, unanswerable. I shall deal with 
that in another connection. But, even in 
this Lecture, I must remark the other considera- 
tions, which are making, or which will shortly 
make, the British Indian provinces more and 
more concerned at this item in the public expendi- 
ture of the country as a whole. They will not 
<juestion, I take it, the wisdom, necessity, a,nd 
economy of centralising the function of national 
defence, and the incidental cost for the same. But 
t ey cannot be denied an adequate share in the 
provision for that territorial reserve, the absence or 
madeouacy of which makes our organisation for 
defence most defective, indeed, in my opinion. 
They will also insist on a fair share of recruitment 

a nV coming to them; 

and not, as has been the case in the past recruit- 
ment and officering to be confined to only selected 
ar^s and peoples Finally, already, the several 

schemes of 

compulsory military framing among the Under- 

and it is incon- 

wbS?^ ft, ^ P^'o^.incial authorities, under 

which these Universities are situated, would 

ments^^Tlf'^^' interest in these develop- 

ments. The provision of local mfiitia is as^ 

and sSl " ^ United 

and thP ri emphaticaUy in the Swiss 

niwn ^ Federations. Hence there would he ' 

for theStat^ 

and Frovincesnf India dernanding a fair share of 

attfntion m this regard. The Government of India 
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will be unable to resist these several demands from-, 
the States and the Provinces ; and the only waj’’ I 
can think of, in which they might be able to satisfy 
these legitimate aspirations, would be for them to 
limit their own expenditure in this department 
rigorously, and pass on the surplus liability, such- 
as it is agreed to be, to the various constituent 
units of the federation, in whatever proportions or 
metliods it might be agreed to distribute this- 
burden. 

The Cost of Civil Administration in India. 

The charges in connection with the Civil 
Administration in general in the several depart- 
. ments come very largely under the Provincial 
Governments, though the Imperial Government 
ha^’e more than their fair share of these charges. A 
glance at the comparative, progressive Table of ex- 
penditure on p. 185-6 will sufhce to show that these- 
charges were, in the aggregate, in 1921-22, Rs. 52 
crores, of which the Imperial Government was- 
responsible for Rs. 9^40 crores, and the Provincial 
Governments for Rs. 42‘52 crores, or about 83%. 
It would be interesting to add that the total civil- 
expenditure ot aU the Governments in British 
India, in aU departments of moral and material 
development, fell much below the actually recorded, 
expenditure on the single department of Military 
Services, in 1921-22, i.e. three years after the- 
Armistice. 

The figure of civil expenditure has, in the 
meanwhile, grown in all these Go^'emments, till, in 
the latest year for which the final accounts 
are there tabulated, the aggregate is 64^ cj'ores,. 
of which the Imperial share was 11.13 crores, or 
17%, and the Piovincial 53.63 crores, or 83%. 
The departments and services included in this all. 
important group it will take me too long to review 
severally; nor do I think, this 4:0 be the right place 
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to discuss the character and consequences on the 
public economy of the country at large of these 
several items of exoenditime. 

Confining myself to the collective considera- 
tion of this group, however; and speaking with 
special reference to the principles of Federal 
Finance, I cannot omit one general reflection: 
The cost of public service in this country is ex- 
cessive be3mnd all reason. By far the larger pro- 
portion of this item consists of the pay and 
allowances, of an infinite variety, granted to the 
personnel in the several departments. As the 
salaries and allowances of the public servants in 
India have been fixed from time to time, with 
reference, not to the ability of the Indian tax- 
payer to bear the burden, nor even in correlation 
■with the real service received by the country, but 
to the needs and demands of the predominant non - 
Indian element in the public service of the coun- 
try. For a long long while, the non-Indian 
element was the most considerable single influence 
in the administration of the country, even if it 
was not numerically the strongest; and though 
with the advent and progress of Constitutional - 
Reforms and the growth of political consciousness 
in the country, the cry tor Indianisation seems to 
have gathered momentum in the last few years, 
even now the element of non -Indian origin is con- 
siderable and influential as ever. The scales of 
salary and allowances having been fixed originally, 
as well as in aU subsequent revisions of the same' 
^ifh regard to these outsiders, it has become a 
point of self-respect for these Indians who have 
obtained admission into their ranks not to accept 
m lower scale of remuneration for themselves., ' 
i lie miscmef • of this idea is progressives A vested 
m^esk is being rapidly evolved of the 

^^ants of the Indian Government; no • 
wist Jess insistent than that- of the non-Indian 
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public servant. And, in so far a s we may be 
agreed that the only way to effect true and lasting 
economy in the cost of administration in this 
eountry is to recast altogether, and quite radically, 
the scales ot pa}’’ and allowances to the public 
■servants of the higher grades in all departments, 
the likelihood of a severe internal struggle becomes 
transparent. The forces of true economy in the 
cost of administration, and of vested interests of 
particular classes are fundamentally irreconcilable. 
And hence I fear this particular aspect of our 
immediate future, even more intensely than any 
■other problem of a similar nature. 

Whatever the danger of this problem, the 
country will have to face it, if it desires seriously 
to promote the task of material welfare of the 
community. The resources at the disposal of 
the Indian governments, central and provincial, 
are limited. And the most considerable as well 
.as the most important departments of real nation- 
building have so far been starved so consistently 
and abj ectly, that the first wave of consciousness 
of the primar}^ rights of citizenship will force a 
decision on this point, no matter at what cost. The 
contrast of the Indian cost of administration, — 
particularly in regard to the emoluments of the 
service personnel, — is too glaring to be ignored. 
Talce a single typical case. While the Governor- 
General and ViceToy of India costs India 
all told some 17 lakhs per annum, and the pro- 
vincial satraps follow in like proportions, the 
chief executive officer of the United States of 
America costs that country only 2|- lakhs of rupees 
per annum ; the Prime Minister of Great Britain 
is paid £ 5,000 per annum, which leaves that 
individual, after payment of Incom'e and other 
Taxes, with less than £ 3,500 per annum; the 
President of the French Republic is allowed about 
S,ooo pounds per annum, and •that of the German 



Republic about £ 9,000. Other civil and militarj’^ 
officers follow in proportion, and the cost of 
administration is in consequence increased cease- 
lessly. Tnie, the lower clerical and menial staff i& 
paid less than starvation wages, perhaps to make 
up in part for these unconscionable high salaries- 
allowed to the superior, and often non-Indian, 
staff. But that does not assure to the country ariy 
the better, more efficient, or more truly economic 
administration. And as though all this was not 
enough, there is incessant tendency at work con- 
stantly to add to the number of posts in the public 
service, and also to add to the scale and rate of the- 
salaries and allowances. Between 1913-14 and 
1922-23, the total strength of the staff of all 
grades in the civil services increased by 9.9%, 
while the pay and allowances of the same increas- 
ed from 6.75 crores to 13.75 crores, or over 
103.7%. militarj^ services, the 

increase of staff in the same period was 3.1%, but 
the increase of salaries and allowances in the same 
space was from 13.45 crores to 26.99 crores, or 
ioo.2%* 


And as though this wholly disproportionate' 
increment was not enough, a Roya! Commission 
on the Public Services in India, presided over by 
Lord Lee of Fareham, recommended, in 1924-25, 
further increments at a total cost of nearly a crore 
of rupees, per annum. No wonder the Provinces 
never have sufficient funds to press forward with 
substantial measures of the material development 
of the country! 


It is needless to dilate upon the economic 
.mischief of maintaining, in the public service of a 
<»untrv', such a costly and foreign agency, even if 
it was giving good value for the salaries and 


f For these statistics, Gp. the Report of the Inch cape 
denoted m the Sixty Years of Indian Finance ^ 
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allowances paid to them. Compared to any other 
bureaucracy in the world, the results attained by 
the Indian Civil or Military services cannot be 
honestly claimed to be markedly in favour of the 
Joe Sedleys and Tom Mewcomes that make up the 
bulk of these services. I have, however, discussed 
this matter at greater length, and in all its bearings, 
in another work on Indian Finance, which those 
of you who might be interested more deeply may 
consult on their own account. In the present 
Lecture it is necessary to add that the existence of 
this high cost of the administrative personnel, 
coupled with the limitation or inelasticity of the 
existing revenue resources, precludes the most 
enthusiastic provincial government from under- 
takingand carrying out more ambitious schemes 
of natioh-buUding, which we all know are badly 
overdue, but which not the most daring among us 
dare undertake under present conditions. The 
comparative statistics of expenditure, provincial 
and imperial combined, on the following depart- 
ments in the Table subjoined, will serve to make 
my meaning more clear : — 

{NJB . — Figures are in thousands of rupees). 


'Departtnent. 

,Ir* ' - ^ . 1 ' ' . J . 

1921-22 

1296-27 

, 

Increase 

per 

cent. 


B,s. 

1 

Rs. 

♦ 

Education . • 

# 

9,00,23 

13,03,27 


Medica l . . 

2,15,26 

3,89,33 

80%^ 

PubKc Health 

1,57,87 

1,88,41 

20% 

Agriculture 

1,97,94 

2,41,46 

22-% 

Industries 

64,16 

1,46*54 

128% 

Total 

15,35,40 

• 

.21,69,02 

40% 
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These are mainly provincialised services; but 
compared to the increase in the cost of the Police, 
or of General Administration^ this increase is not so 
very considerable after all. And compared to the 
need of the country in these very departments, 
the increase is less than a fleabite. The late 
Mr. Gokhale declared, on a memorable occasiom 
in a speech in the old V iceregal Legislative Couricu, 
that at the rate at which education was then (iqii) 
progressing in the country, it would take several 
hundred years before India could have every boy 
and girl of school-going age educated in the merest 
rudiments of learning. Since Mr. Gokhale’s days, 
we have been spending a little more liberally in 
this department, though the increase I repeat, is 
nothing in comparison to the increase in the cost 
of Defence, for example. While the single item of 
Defence accounts for over 42 ^%, the total cost of 
education in all the British Governments in India 
does not amount to more than 14% of the aggre- 
gate provincial expenditure, or more than 6% of 
the aggregate imperial and provincial expend- 
iture. The British Indian Government compares 
■ \mfavourably in this respect with the more pro- 
gressive even of the Indian States. While Britain 
spends over i5/-per head on Education, India even 
now spends less than 6i-per head from public 
funds! These proportions need but to be mentioned 
to show their utter inequity. At the present rate 
of educational progress in this country, and con- 
fining ourselves only to the case of children, 
leaving the problem of adult illiteracy aside, India 
will not be able to have every boy and girl of 
ahool-going age educated in the merest rudiments 
of civilised life, within less than two hundred years. 
At the present rate, the nation -bull ding needs in 
the single department of Public Instruction alone, 

. the basis of abohshing illiteracy entirely in a 

^ ten years, — a modest ambition, in aH 
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conscience, — would be at least 40 crores per 
annum* With a suitable revision of salaries and 
allowances in the superior grades, we should be 
able to meet the increased cost of additional equip- 
ment necessary for this task without any additional 
expenditure. But the above figure, and possibly 
more, will have to be provided by Government in 
the near future, if we really mean to build up our 
nation on a scale comparable to the other civilis- 
ed nations of to-day. 

If the same reasoning is applied to the 
other developmental departments instanced, 
the need for provincial expenditure will have 
to be increased at least by a half of its present 
scale, or some 135 crores in the aggregate, 
to make an irreducible minimum of civilsed 
administration. This can come either from increas- 
ed taxation and revenues, the possibility of which 
we have already glanced at, finding no very great 
promise for the future in the actual situation. Or, 
we can get the additional funds by drastic econ- 
omies in the general charges of civil and military 
serv’ices and establishments, sufficient to cope with 
this demand. The Table attached gives a compara- 


.* Cp. Sixty Years of Indian Finance, p. 186j 



M.R. — ^Figures for rupees and for population are in thousands. 
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live view of the wealth and taxable capacity of the 
several provinces, and their existing volume of ex- 
penditvire. It is true the provinces inter se vary 
considerably in the costliness of their administra- 
tion, And to that extent, retrenchment will have 
to be effected rather drastically by some of the pro- 
vincial Governments concerned. I recall, however, 
the example the Punjab, which has achieved a 
very praiseworthy record, even with the present 
limitations, and in this short period we are now 
reviewing. I see no reason why the other 
provinces shoTild not be able to accomplish as 
much for themselves. On the other hand, as I 
have observed in summing up the present position 
in respect of Federal Finance in India in ' the 
Sixty Years of Indian Finance '. — * 

“A colnplete fleparation of finance, both on the 
revenue and, on the expenditure side, "VTithout a link or 
a hyphen, must be postulated as the sine qm- non of any 
possible and satisfactory solution. On this basis, the 
desire of the Imperial Indian Government to prescribe 
and enforce some common standards of administrative 
efficiency and material development in all the several 
provinces will have to be abandoned, not because it is 
questionable, but simply and solely because it is outside 
the scope of the duties and ability of the central govern- 
ment.” 

'On this line of reasoning, while the provincial and 
■fcehtral finances might be completely separated, the 
•actual course of administration and development 
in each province would have to be left to the 
provincial authority. No one, of .course, would 
be suffered so to govern the province I© 
militate against the national solidarity, or to 
deny to any citizen what is by common Consent 
agreed and accepeted to be the irreducible 
minimum of civic rights. But within these limits, 
there is ample scope for that reconstruction, ab 
initio, of financial arrangements, which would 




Op. Cit., p. 483. 
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most completely realise in India the ideal of 
Federal Finance. I shall endeavour to give a 
skeleton scheme in the conclusing Lecture, which 
would, I think, approximate closely to this ideal. 


SUMMARY OF LECTURE IV. 

Summing up the discussion in this Lecture, 
we find: — 


(i) That the aggregate Public Expenditure of 
the Government in India, both Imperial 
and Provincial, leaves considerable room 
for retrenchment and readjustment, so as 
the more economically to govern the coun- 
try, the more fuUy to develop its material 
resources, the more truly to promote the 
welfare of its people. 












V f. 



That though there has been a considerable 
improvement in the public expenditure on 
the several departments of national develop- 
ment, as yiewed in the bare figures of 
money spent, the true criterion of such an 
improvement is not supplied by money 
figures alone; that the mere increase over 
several years in the amount spent on a 
given purpose does not truly represent the 
improvement in the material results on any- 
thing like a corresponding scale ; and that, 
consequently, it is necessary, in the first 
instance, to define the irreducible min in mm 
of material benefit the people of the country 
are entitled to expect from the activities of 
their Government; next, to ensure that 
adequate provision is imde for these 
iixeducible minima of requirements ; and 
, tlten only to -institute comparisons like - the 
■‘afeve. ■■ ■ ' a ■■ ■ 
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(3) That any likely scheme of financial 
reconstruction in India will not alter very 
materially the existing division of functions 
and obligations as between the Tmperal and 
the Provincial governments; but "^hat the 
volume of expenditure of either authority 
on each of the several departments in their 
charge will have to be basically reconsider- 
ed, so as not only to avoid the present 
charge of excessive costliness in the Indian 
governmental machinery, but also to 
guarantee a more scientific consideration of 
the needs of India as a whole, as well as of 
each of its provinces and states. 

(4) That, on the assumption foregoing, the 
Imperial Government’s Budget wU have to 
be materially curtailed to a maximum of 
no crores expenditure, and the provincial 
government’s increased to 135 crores at 
least, making a net total increase of Rs- 20 
crores at least per annum. This presup- 
poses effect having been given to such 
reduction in the sccde of salaries and allow- 
ances in the superior ranks as are necessary 
conformably to the needs and the ability of 
the people. 



I FrTIIflF V 

JLm« MmS A V*/ AX Mm4 ▼ « 

Finance and Economic Relations with the 

Indian States* 

I am afraid the Lecture this evening will have 
to he more than usually long, and I must, there- 
fore, licspcak your patience and indulgence in 
advance, as I may have no time at the end to do 

The f.roblem of Federal Finance has so far 
been mn^idt'rcd c’cclusively from the standpoint 
of British India, Such a mode of treatment, 
Imwa'vcr, 1honf4h making for coherence and simpli- 
city', overlooks the most vital point of the Indian 
nati»jna! life; tiiat all parts of the country are 
fundamentally one. indissolnbly united with one 
another, an<l conseciucntlv impossible to be marked 
off into watertight compartments, even on so wide 
a line of division as that between British India 
and the Indian States. lam, indeed, aware that 
iurists of such, eminence as Sir Siva Swamy Iyer 
are of opinion that the Indian States can never be 
80 completely assimilated with the rest of India, 
as to be justly regarded as fit and equal partners 
with British India.* I regret time will not permit 
me to examine in detail the argument of this 
schiKil of writers, even if I felt myself competent 
to tackle the juristic, political, or even the purely 
structural aspect of this problem. 

I must mention, howfjvcr, in extenuation, if 
you like, of the argument hereafter to be unfolded 
in this Le< ture, tliat Sir Sivaswamy and people of 
bis way of thinking imem to me to give an 
importarice to* the letter of the Treaties, to the 

'UH'IUi'iirillwn'"*! ^ 

^ Cp, Th*® Indiufi ny Sir 

lyw, CSh*. ^ to XIV. 



personal factor of the ruling Princes, and, above 
all, to the working difficulty of devising some form 
of political machinery, whereby the United States 
of India could be formed in a veritable Federa- 
tion, embracing the Indian States as well as the 
present British provinces. Without denying the 
fact tliat the Government of India have come 
to be, by the irresistible course of events, the 
supreme authority in India ; without worrying 
ourselves with the exact answer to the question 
whether the powers now wielded by the Govern- 
ment of India are the outcome of definite parlia- 
mentary^ enactment, or the creation of special 
treaties or engagements; or the gift of the 
King’s ancient, though obsolete, prerogative ; 
or the continuation, in part at least, of the 
authority of the Mughal Emperors, — the fact 
of that unchallenged supremacy is all impor- 
tant for our • present purposes. From that 
supremacy has flowed the fertilising current of a 
slow federalism, which has until now watered 
largely the British provinces, but which I see no 
reason to be kept away from the Indian States as 
well. The convention has no doubt grown up and 
been made much of, in recent years, not to 
intervene in the domestic affairs of the States, 
without grave cause to apprehend a breach of peace, 
or without serious reason to believe the interests 
of the governed being imperilled without chance 
of remedying. But the fact that there have been 
interventions of the supreme authority to set 
right even the purely domestic abuses of particu- 
lar states; that, despite the actual words of the 
Treaties &c., Government have admitted excep- 
tions to the general convention of non-intervention, 
on either side of the line; must suffice for the 
argument that the relations of the Ijidian States 
and the rest of the country are so close, so 
numerous, so constant and indispensable, that 
anything tliat promotes a closer- co-operation and 
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a more effective concert of action among them, 
cannot but be welcomed by all parties concerned. 
If the existing relations have been fashioned out 
of the raw material provided by subsisting 
treaties and acknowledged precedent, even though 
by an interpretation not always or strictly in 
accord with the letter of the treaties, there is no 
reason to question that a still closer relationship 
may be brought about by the same means in the 
fir st instance. Wliat we want is the result; and, 
if that can be assured, we need not cavU at the 
mean s accomplishing it . 


" None of us would venture to say that the 
day of the Indian States is past”, says Sir 
Sivaswamy Iyer! But he seems to draw rather a 
doubtful conclusion from this his own perfectly 
unassailable proposition. The role of the States, 
.whatever it may have been in the past, is going to 
be, in the near future, in no way dissimilar to that 
of the rest of the country: that is, if we would 
not make the mistake of confusing the States with 
their Ruling Princes. Sir Sivaswamy Iyer does, 
it seems to me, make this mistake , when he 
attaches so great an importance to the personal 
factor influencing the Princes’ attitude to 
the recent political developments in India, and 
their likely consummation. That the Princes 
sense of their relative importance among them- 
selves might stand in the way of making up a 
to represent adequately, efficiently, and withal 
legitimately, the interests of their States, in the 
common councils of the Federation,makes a plausi- 
ble argument only if we conceive the problem as 
affecting and concerning the Princes omy; ^ci 
not as one affecting the States which ^the 
Princes may be an important part. The Problem 

of the Indian States, in the accomphshmentnf the 

Indian Federation, has, I venture to subimt, b^n 
considered unduly from the stand-pomt of the 
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Princes in relation to the Government of India, 
At the utmost, and that too in recent years only, 
consideration has been given to it from the stand- 
point of the States and the Indian Government. 
Rarely, however, if at all, have statesmen and 
thinkers on the matter allowed for the fact that, be- 
hind and above the States in each case, are the 
people of those States, as also the people of the 
British Indian territories; that a proper, satisfactory 
solution can never be obtained so long as the peo- 
ple on either side are treated as ciphers; so long, 
moreover, as the problem is unduly narrowed to 
merely the relations between the governments, -or 
the governors, -on either side. For my part, I 
conceive the problem to be not only a triangular, 
but a pentangular question, in which the Govern- 
ment of the States and of India make two obvious 
and important sides; the peoples ol the States and 
of British India make two more sides, less obvious 
perhaps, but not less important; and the Rulers or 
Princes make a f’fth side, in so far as we cannot 
overlook their personal factor. I think the day 
is past when the Ruling Princes of India could 
effectively make of themselves an order — an addi- 
tional estate of the realm — by themselves. But it is 
not too late for the Princes of India to learn even 
now the lesson of their age, to realise the vital need 
of their country. We cannot afford any more lines 
of division or difference in this fdready too 
intensely divided and distracted nation. If, at this 
crucial moment, the Princes will identify themselves 
with their states, and make their governments 
identify themselves with fheir peoples, there is 
nothing, as far as I can see, to prevent their secur- 
ing every one of their reasonable demands, in a 
full and equal federation of the states and provin- 
ces of India. Viewed in this manner, with due 
importance being given to the popular element, I 
see no difficulty insuperably interposed in the way 
of accomplishing federal institutions, — ^Executive, 
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Legislative and Judicial, — ^which would fully pre- 
serve the just rights of each individual partner in 
the federation, at the same time equipping the 
collective federal body with powers, authorities, 
and resources equal to the maintenance of the 
nation’s integrity, as also to secure its moral and 
material development in keeping with the import- 
ance of this people in the family of nations. 

It is not for me, in this Series of I.ectures, to 
outline a working' scheme of such federal institu- 
tions, as would adequately give effect to 
to the principles and conditions I have been trying 
to indicate. The learned jurist I have already 
quoted and referred to is perfectly right in dispos- 
ing of the contention, made of late in certain quar- 
ters, which would make the Treaties between the 
Indian Princes and the Government of India 
a purely personal relationsM'b between them and 
the King-Emperor of India.* 

It is contended ” he says, “ that though the^ Indian 
Princes now deal with the Governor-General-in-Connoil, it w 
only because he is the agent and representative of His 
Majesty the King-Emperor, and not because he is the execu- 
tive head of the Government of India. The theory of a 
vvncvlvm quHs between the Indian stat^ or princes and 
Jhe British sovereign, otherwise than in his capacity of 
sovereign of British India, has no basis in constitutional law. 
It is, of course, quite possible to distinguish between the 
Viceroy as the representative of the British Crown and of the 
Imperial Government, and the Governor-General as the 

executive head of the Government of British India - - 

Whten responsible Government is introduced, Jhe 

distinction between the two capacities will emerge into 

*Cp. Sir Sivas'wamy Iyer, Op. Cit. p. 210 et seq. Sir 
Sivaswalny differs in tMs matter from Sir A. Keithj n© 
himself very clearly points out. But, for reasons adduced Jby 
Sir S. Iyer, I cannot accept the Keith view or ^ analogy. Tlie 
point seems to have been raised in the Princes case, as sub-* 
totted by Sir •L. Scott to the Butler Cotnmittee, if 
Reports may be relied on. Before, however, the Butfer 
i l^tort is published, and thereon, nothing cm 

he said decisively on this q_uestion. 
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notice. Such a distinction is not unknown to constitutiona I 
1 aw; but as regards tbe question with whom the Indian 
princes have entered into treaties, it is not correct to say 
that the treaties were entered into with the Crown irrespec.. 
tive of the sovereignty of British India/’ 


Sir Sivaswamy proceeds to give trenchant 
analogies and arguments to prove that the conten - 
tion is absolute^ untenable, even though a deserv- 
edly great jurist’s authority could be cited in sup- 
port of it. For, as he very pertinently urges, could 
the treaties made with and by the present monar- 
chical government of Britain be considered to be 
not binding on the republican England, should that 
country' change its constitution so far as to dispense 
with the hereditary chief magistracy of the Empire ? 
The point has, it seems obvious, at all arisen, be- 
cause, as the same writer most apositely points out, 
some Princes seem to have taken alarm at the 


rapid strides democratic institutions and responsible 
government seem to be making m British India. 
They cannot disguise it any longer from themselves 
that what is happening in British India to-day 
might very well happen in their own territories to- 
morrow. The day of absolute personal njle is over, 
and the sooner the Indian Princes realise that, the 
better for themselves, their states, and their peojd^, 
not to mention British India and its peoples. The 
progress of self governing institutions in British 
India need not necessarily be a danger signal to the 
Princes, if they only will realise the spirit of the 
times they live in, and appreciate at the fuU value 
the fact that they are themselves of India, and 
Indians. They might have reason, or prejudice,— 
to iustify the apprehension that the growtii ot 
self-government in British India would ^ 

progressive decay of their own rights 
privileges. No one can, of course, assure thena 
to the contrary, if they think of these nghts 
privileges as apertaining to them in their 
personal capacity. Butin so ffiv as then nghts 
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and privileges are a matter of solemn engagements 
between their Government and the British Indian 
Government, each representing its own people. 
Sir Sivaswam}" Iyer might well point out that: — 

^‘Whatever encroachments on their rights and privileges 
there may have been in the past have been made, not by 
the people of British India, or any government responsible 
to them, but by the irresponsible and bureaucratic Govern- 
ment of India.” 


If only the Princes or their advisers wotdti 
carefully consider the specific cases of such en- 
croachments in each instance, they would not 
only realise the inherent justice of this retort, 
but even perceive a deeper fact of the history o f 
India in the last three quarters of a century, 
viz., that the entire government of this country 
has been conducted for the open or secret benefit 
of the British capitalist element; and that what- 
ever Indian interest came into conflict with the 
interests or demands of that element,— whether, 
it was the cotton industry of Bombay, or the 
Opium revenue of the Malwa States; whether it 
was the general fiscal policy of the country as a 
whole, or the special manifestation of economic 
parochialism in respect of a Government of India 
Guaranteed Railway Company, operating in part 
in an Indian State, — ^had to be sacriflced by tlxe 
tools of that element in India. If the Indian. 


Princes, or rather the Indian States, are to obtain 
any guarantee of keeping their just rights and. 
privileges, vis-a-vis the rest of India, in tact, they 
must learn to trust more and more the people of 
British India, as also their own Indian advisers 
and Mmisters, rather than the non -Indian counsels 
and influences that seem so far to have swayed 
them. Responsible statesmen and authorities in 
British India have, indeed admitted the feict' ©f' n 

, silent change having come over the interpretation 

'c' II ■ ■■ . p I " ...■ ii....- -1^ — —I— - I .1 I I P tmt ■ IIP.*. I II ^ 



and enforcement of the treaty obligations as 
between the States and the Government of India. 
But the change, such as it really is, is the out- 
come of the irresistible tendencies of our age, 
which the Princes cannot fight against, try however 
they might: — 

“There is no doubt,” said Lord Chelmsford, in one of 
his public speeches,” that with the growth of new conditions 
and the unification of India under the British power, political 
doctrines have constantly developed. In the case of the 
extra-territorial jurisdiction, railway and telegraph construc- 
tion limitation of armaments, coinage, currency and opium 
policy, and the administration of cantonments,-to give some 
ofthe”more salient instances, — ^the relations between the 
States and the home government have been changed. The 
change however, has come about in the interests of India as 

a whole.”* 

Here precisely lies a poiut that, I venture to 
opine, Sir Srivaswamy has not allowed sufficiently 
for. If the treaty position with the States has 
been insensibly changed from the day it was first 
created, that is the result of those positive forces 
for the unification, and federation of India, which 
the Princes as well as the Indian pubheists will be 
most ill-advised to fight against. Their best and 
the most profitable course consists in a hearty, 
•jjjij'ese'rved adoption of the forces that have come 
to stay ; and so to handle the further develop- 
ments in these very same forces as to minister to 
the utmost advantage of the country as a whole, as 
much as to that of each constituent part thereof. 
Sir Sivaswamy Iyer, while admitting the fact of 
this change, would yet not draw the obvious lesson 
of that change : Viz. expediting the tendency to 
unification, so as to accomplish the material deve- 
lopment of the country as rapidly and intensely as 
our backwardness in the race demands. 

* Lord Chelmsford’s Speeches Vol. 11. p. 278 quoted m 
Sivaswamy p. 206. • 
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To consider the Government of India, in the 
face of these facts, as a unitary Government, in fact 
as well as in the fnture, is to misread altogether 
the vitality of political forces. The rights and Con- 
cessions the States have contended tor, in their 
economic relations with the Government of India, 
and on the strength of their existing Treaties, 
engagements, conventions or precedent, are, in my 
judgment, in no way likely to suffer, if they base 
them also on the logical requirement of 
scientific federation, as I shall endeavour to show 
in the remarks that follow, by examining in outline 
each specific group of claims on the financial side, 
and economic relationship in general. The exact 
political machinery, by which deliberation, consult- 
ation, or decision on such matters maybe feder- 
ally arrived at, or action j ointly taken, is a matter of 
constructive statemanship in politics, with which, 
as I have already declared, I am not concerned in 
these I.ectures. Suffice it for me to add that, 
given goodwill and proper understanding of the 
nature and bear ing of the problem and the parties 
on either side, it would not at all be impossible to- 
arrive at a satisfactory division of powers and 
functions between the central federal Government, 
and the local constituent units, whether the latter 
are the present provinces or their reconstituted 
fragments, or the Indian States or their reconstitut- 
ed local unions for more effective co-operation in a 
federal organism. This last device I consider the- 
statesmen and jurists who have so far considered 
this problem have not sufficiently allowed for, 
most probably because their outlook was needless- 
ly narrowed by their thinking of the Princes rather 
than of the States or their peoples. The '^^tates, no- 
doubt, vary enormously inter se, in respect of area^ 
Wealth and population, as also in respect of trKi%; 
lights. But if the smaller States, which make such 
Cgruve difiSculty for Sir Sivaswamy Iyer; were 
^luuped into loca^ unions or confederations^ 
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of their own, — e. g., all Kaithawar States, 
of an area and population and jurisdiction 
below a prescribed standard, to be a 
confederation and a unit by themselves for purposes 
of representation in a federal Chamber of Legisla- 
ture, — ^much of the technical obstacle would be 
removed; and the way be made clear for a true 
federation, in which the States or groups of States, 
would receive the same just and equ^ treatment 
that the provinces or their fractions would receive, 
for the common benefit of all. 

I shall now proceed to consider the specific 
-cases in which the States feel themselves aggrieved 
by the existing policy of the Indian Government 
in that behalf, and for which I consider a proper 
federat on to be the correct remedv. 

Subjoined is a table showing the chief items 
in the revenue and expenditure of the Indian States 
by way of illustration. 
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.eveniie receipts of some Indian Ststes, 


Principle Hccads. 


Land Revenue 
Forest 
CustC‘in3 . • 


Stamps . . 
Income-tax & miscL 
Salt 

Registration 
Interest . . 

Civil Administration 
Public Works * . 

Ccmmereial Services* 
Railways. . 


• « 


Irrigation 
Defence . . 
Miscellaneous 
Extraordinary . . 


• • 


♦ • 


Protection 




-• « 


^Rnes 
Opium . . 
Electricity 
Post 

Industrial 
Development 
Mint . . 
Paper Currency 
Exchange 
Other 


• # 


Hyderabad. 

1337-F. 


Mysore. | Baroda 


1927-28. 


1926-27. 


Rs. 

3,00,00,000 

17,99,600 

r,32,34,286 

1,56,66,8001 

18,70,000 


* ^ ^ 


• • 


2,50,000 

42,55,000 


• • 


# • 


* • 


m • 


32,92,0221 

f 


65,00C 

2,’50.000 
29,16,667 
(Bsrar rent) 


• • 


'fW 


Total 


1.33.000 

13.00. 000 
49,310 

8.50.000 
15,284: 

* ♦ 

1,00,000 

3.50.000 

1 . 00 . 000 

1.25.000 
(Transfer 

from Insu- 
rance). 


Rs. 
1,26,02,000 

34.82.000 

6i,'39,000 

20.40.000 
15,02,000: 

« • 

3.45.000 

6.94.000 

2.95.000 

1.48.000 

i 

20,00,000! 

(net). 

26,61,000 

54,000 


Rs. 

1,16,64,500- 
6,07,056 
7,51,296 
28,85,548 
11,16,753. 
6,41,152 
• « 

1,80,726 
13,65,153 
4,09,846 
. 5,14,551 

7,97,346 


2,00,000 
(assigned 
tract reve- 
nue), 
1,92,000 


12,33,000 


85,000 

3,38,000 


34,196 

• « 

24,23,83g 
^ 2,41,980 
(Tribute and 
fix Jama-- 
bandib 
1,08,010 
(Judicial 
fees). 

• • 

5,60,735 

2,10,870 


1,80,090 
f Village 
Board and 


Panch). 


7,68,22,00 0! 3,40,10,0001 2,46,61,665 
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Revenue receipts of some Indian States. 

Gwalior. 


Prineioal Head^ 


Kashmir, 
of revenue 
1384-85-F. 


Ml 111 II •; 

Travaneore. j 
1927-28. 


Bikaner. 

1927-28. 


Land 

Forest 

Customs 

Fxcise 

Stamp 

Income-tax 

Salt 

Kegistration 

Interest 




Rs. 

53.60.000 

80.50.000 

40.25.000 

3.59.000 

5.48.000 


Civil Adminis- 
tration 

Public Works. 

Railways 

Irrigati.m 

Defence 

Miscelianem-s , 

Extra-ordinary 


Protection 
Mines . . 
Opium 
Electricity 


4,00,000 


Rs. 

40.89.300 
1 3,69,200 

30.39.000 

50.70.800 

26.90.000 

6.04.300 
16,70,700 

8,20.600 

8.47.800 




Inlustrial 
33e vel otpmeT? t 
Mint 
Paper Cuivency 
Exchange 
Other . . 


6,91,000 

11,03,000 


2,00,000 
3,26,000: 
70,000j 
Pro. in Br. 
I.). 


13,44,400 
*3,63,000 
*2.00,000 
1,57,100 
1,100 
1,02,600 
4,100 
(Palace). 


Rs. 
14,20,600, 


20,50,000 
4,35,000 
1,16,200 
2,56,600 
63,100: 
1 4,30(; 
30,000 


4,85,200 

l,97,500i 

4,00,000 

60,200 


1 July 26 
30 June 2 7. 

B s 

98,00,000 

3.20.000 

31.50.000 

12.50.000 

6.70.000 

8.25.000 
3,12,500 




• • 


• • 


79,000 

28 i^^ 


* • 


Total 






11,000 

1,00,50,000 


32.41.000 
(funded and 

nortnal;, 

2,4.3,500 

17,00,000 

4.25.000 


• • 


1,98,500, 


10,47,500 
ii,m 
(Dficoan 
Pro.). 


^ * 




» # 


* W 


m » 


• * 


• • 


• # 


1,48,500 
(Sale of 
State 
, Pro.). 


4,20,( 
1,25,300 
4,05,700 


• P 


m 'ar 



(For Pro. 
Wor. from 
last year’s 


,he all 

give an appearance of unifbr'nitvht J^^^T,— ^^^"^ lias tried to 

presenting the whole in a like items nnd 
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Expenditure of some Indian States. 


Principle Heads. 

Hyderabad. 

1337-P. 

Mysore. 

1927-28. 

Baroda. 

1926-27. 


Rs. 

Hs. 

Es. 

Land Revenue . , 

65,21,100 

28,12,000 

21,95,694 

Forest 

9,12,200 

13,10,000 

1,21,276 

Cnstoins . . 

17,99,200 

ft ft 

3,59,189 

Excise .. 

31,22,300 

O 

o 

o 

(included in 

Stamps . . 

1,59,000 

90,000 

Custota). 

73,112 

Registration 

1,19,600 

1,54,000 

58,962 

Income-tax & miscL 

• • 

87,000 

(included in 

Salt 

• ft 

V ft 

Custom). 

ft ft 

Interest . . 

22,61,000 

35,45,000 

44,709 

Debt Redemption 

10,00,000 

18,78,000 

ft ft 

Mint . . 

2,46,800 

ft • 

ft ft 

Paper Currency 

56,900 

• • 

ft ft 

Exchange 

70,100 

ft ft 

ft ft 

Post 

11,90,000 

# 

ft ft 

20,29,422 

(Paiace). 

Payment to the Rulers . . 

60,00,000 

26,10,000 

Gvil Administration . . 

2,48,16,600 

37,35,000 

30,88,676 

Public Works . . 

92.78,800 

28,44,000 

28,86,794 

Political . . 

4,22,200 

• ft 

10,57,176 

Railways . . 

2,27,000 

• ft 

(Prince and 
Hazur Raj) 

ft ft 

Irrigation 

33,44,300 

. . 

64,858 

Other Com. Ser. 

2,42,600 

. . 

3,28,025 

Army 

72,54,700 

52.78,000 

21,53,963 

Miscellaneous . . 

4,02,300 

6,48,000 

7,73,819 

Development 

11,08,400 

(Local Self 
also). 
59,77,000 

1,00,017 

Famine and F. Ins. 

16,25,000 

ft ft 

ft ft 

Opium - . 

1,22,600 

• ft 

28,512 

Mines . . 

56,100 

2,07,000 

ft ft 

Reserve . . 

11,16,000 

ft ft 

ft ft 

Protection . - • 

ft ft 

39,68,000 

49,74,350 

Total 

7,24,19,800 

3,55,43,000 

2,04,19,363 
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Expenditure of some Indian States. 


Principle Heads. 

Travancore. 

1927-28. 

Bikaner. 

1927-28. 


Gwalior. 

19 - . 


Rs. 

Rs. 


Rs. 

Land Eevenue . . 

10,10,00f 

10,50,600 

) 

4,45,618 

Forest 

32,75,000 

8,58,800 

) 

• • 

Customs . . 

2,82,000 



1,78,862 

Excise 

• ■ 

4,10,600 

) 

1,14,274 

Stamps . . 



1 

9,820 

Ksgistrati( n 

- 

2,90,900 

) 


Income-tax & misole. . . 



1 

• • 

Salt 



1 

V • 

Interest . . 



1 

27,000 

Debt Redemption 




• • 

Mint 


• • 


• • 

Paper Currency 


• • 


« • 

Exchange 


« t 


• » 

Post 


• % 


m • 

Payment to the Rulers . . 

2i-,'57,000 

1 

« <» 



Civil Administration . . 

13,46,500 


13,50 962 

Public Works . . 

38,29,000 

95,67,900 


15,22,873 

Political 

16 41 .000 

35,39 100 


7.85.296 

Railways 

4,99,000 

2,77,700 

62,69,089 

(flfe^asthanl 

Irrigation 

’ • i 

* • 


27 53.480 

Other Com. Ser. 

i 

. « ! 

• • 


13,176 

Army 

12,08,0001 

* * 



Miscellaneous . , 

38,76,000! 

13,61,800 


7,36.657 

Development . . 

3,15.000! 

9,56,200 


1,84,312 

Famine and F. Ins. 

18.32,000! 

» V 


75,76,001 

Opium . . 

(sericulture), j 

} 


( c a p n t a 1 
changes). 

j 

! 

t 

1 

t 

^ 9 

45,51,674 

(repayment, 

etc.). 

Mines 

i 

• • 

• f » 


1,38,976 

Reserve . . 

• >» J 

• «> 



protection . . 

( 

32,49,0001 
Edu. Medi.l 
Sam.'. i 

t 

\ 

j 

* •, 

• 


♦ ♦ 

Total .. 
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It will be remarked that the States have 
pretty nearly the same items of revenue and ex- 
penditure, as the British Indian Government. 
In point of theory, and to a large degree in point 
of fact, the States have always had a separate purse, 
each its own ; and so there has not been quite the 
same problem of distributing the resources and 
obligations between them and the Government of 
India, as there has been between the latter and its 
provinces. Their Treaties, however, have affected 
certain items of their revenue — such as salt or 
opium, — ^and expenditure directly ; and more still 
by the insensible clianges of history, emphasising 
the process of consolidation. I shall notice the 
most considerable of these in a moment ; lor the 
moment let me add that, corresponding to the con- 
tributions made by the British Provinces to the 
Government of India, the States has been pa3dng 
all along their history tributes to the latter, which 
now aggregate some 85 lakhs of rupees, quite 
apart from the large slices of territory made over in 
perpetuity to the feitish Govennnent by the States. 
In these two respects, then, the position of the 
States is quite the reverse of the Indian Provinces ; 
for the provinces had, imtil 1870, no separate purse 
of their own, nor were they paying any contribu- 
tion to the Central Government corresponding to 
the tributes from the States. In the last sixty 
years, moreover, w'hile the Provinces have gradually 
obtained a greater and greater accession of powers 
and resources, the States have suffered insensibly 
in the process of consolidation, by their powers 
of internal soverei^ly being vitally limited, and 
their resources being indirectly cuiiailed by the 
progress of events and clianges of policy in the 
major partner in the federation. 

Though tlie States liave very nearly the same 
sources of revenue as the rest of British India, the 
fotmef feel the process of consolidation has so. 
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-developed as to prevent them from making the 
utmost of these their own resources. Without 
indulging in any special pleader for the degree of 
good government in the States collectively, this 
much, I think, may safely be admitted in fairness 
"to the States, — or the more progressive among them, 
that the lack of adequate resources, resulting from 
this indirect curtailment, imposes a most effective 
check upon their ability to improve their adminis- 
trative efficiency, or promote the material develop- 
ment of their territories. Take the case of the 


most important of the revenue resources in the 
States. WTile the Land Revenue is assessed and 
collected in each state according to the law and 
custom in vogue therein, the States collectively 
have more than one grievance in respect of that 
'Other great example of Direct Taxation in India : 
Taxes on Income . As already mentioned, the 
Indian Constitution assigns, tinder existing arrange- 
ments, the whole of the proceeds from this source 
to the Central Government, in marked contrast 
to the general practice in respect of such taxes in 
other federations, and in opposition to the trend of 
•development in British India itself. It has already 
•jeen pointed oiit that these arrangements have 
.never comrnanded the approval of the British 
Indian proymces, ever since they have come into 
vogue ; and it is not too much to prophesy, I think, 
”Jat in the next reconsideration of the question of 
distribution, the provinces will make a most strenu- 
ous demand for the proceeds of all direct taxation 

for themselves For the States, the grievance is 

totally different m character ; though they also 
would re-echo the present arguments urged by the 

- Indian Government have adopt- 

ed the prmciple of deducting their Income- 'Ax 
on every -income within their jurisdiction at the 
it follows that all incomes * originating in 

.axes, it IS true, incomes originating in British 
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India, — e.g. interest on the sterling debt”of India^ 
or the pensions of the Indian public servants paid 
in Britain, — are exempted from the Indian tax,, 
though the legality or the equity of this exemption, 
is impossible to perceive. But, to make up, per- 
haps, for this rather unconscionable exemption, — 
costing India to-day nearly two crores per annum^ 
by way of loss of revenue, — -the . Indian Govern- 
ment allow no exemption to the incomes arising in 
British India, but due to the Indian States, or their 
residents. This is in flat opposition to the dictates- 
of international law and convention, just as much 
as it is against good sense and diplomatic amenity 
in India itself. I have already referred, I believe, 
to the advice of the International Experts appointed 
to investigate the problem of Double Taxation, 
as also to the recent innovation in the British prac- 
tice, which charges only half the normal British 
rate on incomes earned in the Dominions. The 
moral, however, of these arrangements and con- 
ventions seems to be lost upon the Government 
of India, at least in regard to the Indian States, 
* They allow no such exemption or consideration 
to the incomes arising in British India, but due 
and paid in or to an Indian State, or even to its- 
Riiler personally; though the practice is generally 
recognised in international usage to exempt the 
income of the reigning sovereign of a friendly state 
from the Income Taxes in vogue in another state* 
on income due to the reigning Prince arising in 
such other state. No Indian State would be- 
srdfered, even if it has an income tax of its own, to 
levy that tax on the salaries, etc., of the British 
residency officials in that state. Does not the same 
principle of diplomatic courtesy apply to the case 
of incomes derived^ by the Inchan Ruling Princes- 
from investments in British Incha. Some of the- 
Indian States* or Princes have invested heavily in 
the British Indmn securities, public as well as 
; and the absence of this courtesy or con- 
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sideration to the States or their Rulers makes the- 
latter feel justly iudignant, especially as in many 
cases these investments were made at moments of 
very sore need of the Government of India. The 
Indian Government would not be open to this- 
criticism, if they were charging their Income Taxes 
on all incomes arising within their jurisdiction, no 
matter where any such income was finally enjoyed..^ 
But inasmuch as they have deliberately allowed a 
considerable portion of such income to be exempt 
from their taxes, precisely on the ground of such 
incomes passing outside the jurisdiction of the- 
Indian Government because of the non-Indian 
domicile of the receipient of the income, the States- 
and their Rulers feel the treatment meted out to 
them to be hard beyond words. Again, while the 
reserve fimds and investments of the provincial 
governments are exempt from the Government of 
India’s Income Taxes, similar funds or invest- 
ments of the States are not exempt from such taxa- 
tion. How then are they really to be regarded as- 
equal members of a common federation ? Tho 
capital invested by a few, — very few, — of the more " 
prosperous States, or their ” rulers, in British 
Indian industr}/- or securities, benefits that terri- 
tory from the mere fact of that invest ement. Given 
the needs of India in respect of industrial capital,, 
the Government of India have offered in the past 
every concession to attract foreign capital, even to 
the extent of managing their currency system, in 
part at least, so as to concihate the susceptibilities- 
of the capitalist from abroad. It seems, then, to 
be as unwise, as it is unjust and uneconomical, to 
deny the Stetes what is their due in international 
courtesy, diplomatic usage, existing precedent, and. 
economic advisability. 

To those unmindful of the argflment hitherto 
developed, — or nnwilling to recognise its force, — 
the rej oinder is very simple : Let the States impose 
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-tlieir own separate Income Taxes ; and, if they feel 
any grievance against the British Indian Govern- 
ment in respect of the latter’s administration of 
thnir Income Taxes, let the States retort in kind, 
and make the Government of India realise by 
-actnal experience the unwisdom of such a policy.- 
Such a rejoinder is, however, more easy to make 
on paper, than carry out in practice. Tsiken col- 
lectively, the States are in no position to expect 
from their own taxes on incomes, arising or enjoyed 
within their territories, such a substantial adtoion 
to their resources as materially would add to their 
: administrative efficiency and service. As a 
matter of fact, with the exception of Mysore, 
Baroda, and Patiala, no Indian State has yet thought 
fit to introduce a direct tax of this geme in its 
financial system. The reason is quite_ clear. The 
States financiers know full well that either the tax 
. will fall on the public servants of the State, — ^which 
-Would only intensify the outcry for increased 
emoluments to such servants ; or it would trench 
-on that industrial capital and_ skfil which stiU 
persists in being invested in their rather backward 
territories. Taken collectively, the States afford 
even yet a practically- virgin field for economic 
•development. But they badly need for such a 
purpose a sufficiency of capii^, which any such 
proposal for local taxation is very likely to scare 
-.away. Owing to their comparatively poorer adminis- 
tration in the past, the States have, as it is, already 
lost by emigration a goodly proportion of their 
native talent and enterprise, to the benefit of British 
India. The more sagacious among them are, 
therefore. naturaUv reluctant to take any steps, at. 
all likely to frighten away the sti.Ll remaining capital 
and skill, or to jeopardise the advent of fresli in- 
talment. Hence their inability to think seriously 
of their own income taxes, e%"en as reta.liatory 
measures. The bulk of the States’ people are 
^uch too poor to g,fford any well-founded hope of 
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substantial yield, even if the exemption limit were 
much lower than in British India. In so far, the , 
as the industrial development of the states is list, y 
to be jeomrdised by the States instituting their own 
Income taxes, if only as a measure of retaliation 
against the British Government ; or, per contra, 
in so far as the present principles regulating the 
administration of the British Indian Tncome^ Taxes 
would deter 'the States or their Rulers from invest- 
ing any capital in British Indian indiistr\i' or ])ublic 
securitj’, the country as a whole becomes the poor- 
er. 

This is, inoreover, quite apart from that 
ether danger of such an argument for retaliation : 
Viz. that, if resorted to, it would undermine such 
sentiments of mutual goodwill as there already i^y 
be in existence, thereby rendering the possibility 
of mutual co-operation in the common task 
national development more than ever difficult. 
The basic idea of the International Experts' recom- 
mendations for conventions regulating the incidence 
of Income Taxes, as between countries which are 
in intimate financial intercourse with one another, 
becomes doubly applicable to this matter in India, 
where the entire country would be a gainer if the 
levy of this tax was made more in conformity with 
the true principles of Federal Finance. 

I cannot pause in this Lecture even to indicate 
the outline of the precise mechanism, whereby 
these conflicting ideals may be simultaneously 
accomplished. I may only add that whatever con- 
cession the British Government of India make to 
the Indian States in this behalf need be no loss to 
the former, if only they would take measures at the 
same time to bring under their own taxation such 
mcomes, arising in India but paid ofitside India, 
as now escapes that taxation. It is possible the 
Impenal British Government might object to this 
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device, if rigorously insisted upon by the Govern- 
ment of India; but in that case the latter have 
sufficient bargaining power still left to them m the 
analogy of the British practice in regard to incomes 
arising in the Dominions. If that practice is 
adopted by the Imperial British Government in 
respect of British Incomes arising in India, the 
Government of India would have a sufficient 
margin of taxable income opened to -them afresh 
as not to make them incur any substantial loss by 
reason of the concessions made to the States. On 
a fair calculation, and on the present basis of the 
British Indian Income Taxes, the compensation, 
or refund, to the States capital invested in British 
India cannot possibly exceed Rs. 2 . crores per 
annum ; and that amoimt, — and much more, 
besides, — can be easily .^’aved by the Government 
of India, if they would oni}^ close up the present 
loopholes to the non -Indian having incomes arising 
in India to escape taxation. 

I have, you will note, not mentioned so far in 
this argument, that aspect of the problem, which is 
expressed in the term “ Double Taxation." Only 
a few Indian States have had, so far, their own 
Income Taxes. It would be interesting to know 
from them if there are composite businesses com- 
mon to such States and the adjoining British terri- 
tory, ■which give rise to the problem of “ Double 
Taxation.” The Bank of Baroda has a flourishing 
Bombay branch ; and ver}.’- shortly transport com- 
panies on the road w ill operate on a large scale in 
areas common to the British and the States’ Gov- 
ernments, if they are not doing so alreadj'. The 
problem o? ” Double Taxation " might be nipped 
in the bud in this country, and as between its 
several part§, if measures of the type indicated 
above are adopted in advance, as part of the con- 
stitutional financial machinery of the Indian Fe- 
deaation. ' . - 
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Serious as the States’ grievaiidfe in Aspect of 
the taxes on incomes threatens to be in the near 
future, its gravity and consciousness is nothing in 
comparison to that of the Indian revenue from the 
Customs Duties. Under the existing constitu- 
tion, the central Government of India claims the. 
entire revenue from the Customs Duties, which, 
so far as the British Indian provinces are concerned, 
is in perfect accord with the recognised principles 
and practice ol Federal Finance ; but which involve 
a serious complication, in so far as the Indian 
States are concerned. The States feel acutely on 
this subject ; since, though many of them still 
continue to levy their own Customs Duties, the 
entire position in respect of this Revenue has been 
so manoeuvred that they cannot but feel themselves 
materiaU}^ aggrieved. Representations have been 
addressed by the States, individually as well as col- 
lectively, on specific counts as well as on occasions 
when the entire fiscal policy of the country was* 
admittedly under reconsideration ; but their re- 
presentations have been turned down, either be- 
cause the authority addressed had no jurisdiction 
to listen to these representations, — 3.s happened in 
the case of the Fiscal Commission, — or beaiuse 
the officers and Departments concerned in the 
Government of India were too prejudiced to do 
the Slates’ case full justice. The rules of interna- 
tional etiquette, as also of interpreting specific 
.Treaty provisions in this regard, have been so 
vague and one-sided, that the States relying on 
them liave unavoidabty failed in their quest. One 
reason of their failue hitherto was the absence of 
any collective organisation among the States them- 
■seiyes, carefully to think out and prepare the States’ 
point of view, and energetically to represent the 
same before all powers and authorities likely in the 
least to help do them justice. And though of late 
the defect has been partially remedied by the 
creation of a Princes’ Chamber, that body is much 
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too amorphous and ineffective to be able to render 
just precisely the service the States are badly in 
need of. I^ck of any clear-cut principles agreed 
to be invariably applied in settling such matters is 
another explanation why the States seldom succeed 
in their attempts to have justice done to them in 
matters of economic relationship or interests at 
stake,’ as between the States and British India. If' 
the States desire seriously to prevent such injustice 
being done to them and their people in the future, 
they will first have to remedy this double defect 
due to the absence of any organisation of their own 
to consider and represent their case, and the vague- 
ness, or uncertainty of the principles to guide the 
settlement of such questions. 

To understand, however, the actual position 
in regard to the Cus+oms revenues, a brief retros- 
pect of history wm, I think, be not at all out of place 
’fit this point. The grievance of the States in this 
respect has taken an acute form since the War ; as, 
before that time, the fiscal policy of the Govern- 
ment of India was dominated by the rigorous prin- 
ciples of Free Trade, and so involved no serious 
fiirancial injustice to the States. The changes 
made^ during the War were demanded by the Gov- 
ernment of India, as a grace for the special emer- 
gency of the W'ar ; and, given their histoiy and 
traditions ; given their past amicable relations and 
close co-operation with the Government of India, 
the States obviously could not be so churlish as to 
stop and think of their own particular interests 
at a moment when the entire Empire was engaged 
in a life-and-death struggle. But because they 
showed this consideration in the hour of the British. 
Empire’s gravest need, they ought not,— the States 
Justly feel,— sto be prejudiced by the subsequent 
developments in regard to the fiscal policy aff ecting 
the British Indian peoples. They have realised,, 
indeed, that the* manipulation of the Customs 
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Duties has not exclusively, or even predominantly ^ 
a financial aspect, for them as well as for the rest 
of India. They know and believe it to involve the 
most vital economic interests of the nation ^ in its- 
new struggle for an industrial revival, which no 
true Indian could obstruct for reasons of his owp.,. 
particular interests being jeopardised. Hence, 
when the Government of India at last decided to 
have the Fiscal Pohcy of the country reviewed a.nd 
recast, the States’ representation, while making: 
a plea for their own particular interests, did not, 
however, oppose the general revision of the gov- 
erning principles of Fiscal Policy, with a view to 
afford better protection to promising Indian indus- 
tries. In doing so, the States thought, and rightly, 
that they would not only be serving the best interests 
of the country as a whole, but earning at the same 
time an additional claim to the considerateness 
of the Government of India for not embarrassing 
them in their hour of need, as well as for secono- 
ing their efforts at the intensive economic develop- 
ment of the coimtry in normal times. 

The Treaty rights of the Indian States, it may 
be mentioned here, in this regard, are neither clear,, 
nor uniform. Time will not permit me to sketch 
even the outlines of aU these Treaties made in the 
course, of more than a century ; but it is necessary 
' to add that such specific treaties as there are aim at 
securing the greatest possible freedom of trade 
between British territories and the Indian States 
territories. Only a few of the more important 
. Indian States have specific commercial Treaties, — 
that with the Nizam concluded in 1S05 being the 
most ancient as well as the most typical of the fiscal 
ideas of the time. The Hyderabad Treaty binds 
the Indian State to a fixed Customs Duty of its 
own, leaving the Company’s Government free to 
vary their Customs dues as suited their conveni- 
ence. The trade facility secured by the Treaty in 
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iavoiir of the Company extended to all British 
produce, whether Indian or non-Indian, though 
the H 3 ?derabad produce was not secured the same 
treatment in other parts of the British Empire. 
With the exception of grain exported from the 
Nizam’s territories, aU exports therefrom w'ere to 
he charged a duty. AU transit duties were to be 
mutually abolished in their respective dominions 
by the contracting parties ; while the Nizam was 
given the right to establish a factory at a convenient 
British port, though the actual words of the Treaty 
are not clear if, at this port, the goods imported by 
the Nizam merchants for the Nizam’s dominions 
are to be free from the British Import Duties. 
Article V is very significant, and deserves to be 
^quoted in extenso : — 

“ A duty of five per cent and no more shall be levied 
at Hyderabad mdiscriminately on all articles of mer- 
chandise whatever imported into His Highness’s domi- 
nions from the Company’s possessions. No article shall 
pay duty more than once. The duties payable shall be 
regulated by a just valuation of the article ~or commodity 
on which they shall be charged, and which shall be deter- 
mined by an invoice authenticated by the seal and signa- 
ture of the proper of&cer on each side. Nor shall any 
arbitrary valuation of any article or commodity be ad- 
mitted to enhance the amount of the duties, payable 
thereon, and the said duties shall be fijEed and immutable 
escept by the mutual consent of the contracting parties.” 

With Mysore the Instrument of Rendition 
stipulates perfect freedom for all supphes imported 
for the use of the British troops stationed in Mysore 
territory from aU duties and taxes, unless otherwise 
authorised ; but the Mysore Maharaja is bound to 
conform to such advice as the Government of India 
may give in connection with his finances, revenues, 
“ extension of commerce, encouragement of trade, 
agriculture and industry,” — ^which is sufficiently 
wide and vague to include an37thmg the British 


Cp. Aitchison’s {Treaties. 
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Government of India might desire to impose on 
the State. Mysore has wisely chosen to have no 
Customs Duties of its own, to the no inconsiderable 
advantage of the trade of its own citizens. With 
Baroda, there seems to be no specihc commercial 
Treaty; though that State also has abolished alD * 
transit duties, and exempted from its own Customs 
aU supplies for British troops imported into Baroda 
territorv. In return, the British Government ex- , 
tends a similar exem.ption to the stores imported by 
the Baroda ruler for personal consumption. With 
Kashmir there is a special Commercial Treaty, made 
in 1870, whereby transit duties were abolished by 
the Kashmir Durbar on British Indian trade with 
Kastem Turkestan passing through the State ter- 
ritory ; and in return the British Government has 
agreed to abolish duties on Kashmir shawls, and 
to’ refund Customs duties charged at British ports 
on goods imported for Kashmir, or for export 
thence to Turkestan, provided that such goods are 
declared and sealed for transportation in bond 
through British India by certain specified routes. 

A similar indulgence is shown to Travancore under 
a special convention made in 1865, as also to certain 
Bajputana States. . . ' , ; 

■- - ^On the whole, however, with these exceptions, 

the preset position in regard to the .Cukonis reve- 
nuej and particularly as affecting the States, may be 
summ'ed 'up' roughly as follows : — ’ 

- W AU . States have had, to abolish transit duties 
- - in their _doininipns, to the clear benefit of 
; the British Indian trade, and to a demons - 
trable and progressive prejudice to their own 
■ ■ • revenues.- ■ • , 

{*' • .«.,r I- « -ji,.! 

\ 2 ) , The British Government of India, neverthe- 
• . charges its ' oym ’ Customs Duties, 

vafiedffomtinfeto time to>uit the financi- 
al as weU" as the ' economic requirements of 
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British India exclusively, on all goods im- 
ported into India from overseas or across 
land frontiers. In so far as these duties fall 
on the goods destined for, or consumed in, 

the Indian States, they amotmt virtuaUv tO' 
transit duties. 

(3) Such States, as have their own Customs 
■ Duties on goods imported into their terri- 

tories,'levy these as additional burdens on 
their own people. 

(4) Goods imported through British India for 
the personal use of the Ruling Piince, or 
for the public use of the State, are free 
in the case of Baroda in virtue of a special 
treaty, or as a matter of public courtesy. 
Per cmt'-'a, all supplies for the use of the 
British troops and the Residency in the 
States' territory are, by treaty, ecempt 
from the States' Customs Duties. 

(5'' Except Kutch, some Kathiawar States, 
Baroda through the port of Dwarca, and 
the Malabar States of Travancore and 
Cochin, the Indian States have no sea -port 
of their own. The maritime States have 
either neglected this their natural advantage 
in the past, so much as to be beyond the 
power of effective retaliation ; or have 
signed _ treaties agreeing to charge at their 
respective ports the same Customs Duties 
as may come to be charged from time to 
time at British ports. The recent intensive 
development of certain Kathiawar ports in 
the States’ territories has directed attention 
to the matter, arousing the jealousy of 
British Indian merchants suffering from a 
loss of trade in consequence. For the non- 
maritime States, the position is the same, 
whether they draw their supplies through 
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British Ports, or through States’ ports; for 
they lose the Customs revenue in either case. 

(6) In almost all Indian States, the Customs 
Duties are charged, both on imports and 
exports, for revenue reasons. The rates 
are, therefore, necessarily moderate; and 
the charge is indiscriminate on all com- 
modities, the export of grains from the 
States being sometimes toMly forbidden. 

(y) As, by other treaties, the States are for- 
bidden to have any relations, except through 
the British Government, with other States, 
they are powerless to make effective arrange- 
ments for a policy of retaliation by form- 
ing their own Customs Union, even if 
geographic conditions could permit them to 
establish through intercourse in their allied 
territories. The same applies to any compact 
for industrial development purposes. There 
is, as a matter of fact, no solid block of 
States’ territory at all, comparable in wealth 
or population to British India. 

(8) The principle of a Zollverein, adopted in 
connection with certain naaritime states, is 
shorn of much of its benefit to the States 
by the provision, reservation, or implica- 
tion, whereby the States are allowed this 
privilege so long as their ports are not effec- 
tive rivals of British Indian ports. 

( 9 "^ The British Indian Fiscal policy particular- 
ly since the advent of the Railwavs, and 
due largely to the policy of railway rate- 
making in vogue hitherto, has resulted in 
concentrating an overwhelming proportion 
of the Foreign Trade of India at two or 
three major ports only. These have been 
developed regardless of cost, and are ad- 
ministered by an expensive machinery. 
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■ Tlieir dues have, therefore,, to; be svibstan- 
^ : tially, high. ; -and their sensitiveness to com- 
: petition’; is high ■ in , proi)ortion. The ' root 

■ '^lc®,ot,our. modern 'cdmtnetcial civilisation 

•: PrH,^H^s.the. admmistt^^ ports 

: advantage by 

. . , - many, ojitlets for the country’s 

• : : as. possible, : ’rather •; & ccn- 

- ^ centratuig the bulk'' "of- that 'commerce at 

/ oiie or two 'centres.: And ■hence ■’their some- 
what acrimonious' and 'undiplomatic’ opposi- 
tion to the States’ efforts at ' local port 
development. ^ 

(lo'i The basic ideas now governing the entire 

■ policy in regard to the Customs Duties in 

. British , India contain 'serious', grounds for 

' ■ ; un^riness tp the.Siates.r We;muSf examine 
'these a httle niore' 'fuUy. ; ■ " 


As already remarked, . the . Indian - Customs 
, Tariff was, fromthe earliest times, a purely revenue 
‘fenff. ’ A.S, after :thh iTrarisfer; of ComplAy’s 
. Goveminent to the British Crown, the reconstruc- 
tion of the 'finahces of India 'accepted the then pre- 
valent ideal of as great a freedom of trade as could 
. possibly be attained, the Custonis tariff came to be 
on a very small number of articles, at very low, 
rates of 'duties! Tlie Tiidian States, their Rulers 
and Ministers, were ’.in:. those .days occupied by 
problems wholly'; different .from ' the economic 
development of their territories, and the part played 
therein by the naanipulation of the Customs Du- 
ties. Echoes of the controversy begun between 
the people qf India and the Government of India, 
and centring round the Cotton Excise Duty im- 
^l^ped to counteract the ind.irect protection, aUegM 
.^ be afforded by the Indian Import Duties on 
Cotton manufactures from Britain, must no doubt 





have found their way to the ears of the Rulers of 
the Indian States, especially in those 'cases where 
the States themselves were invited to co-operate 
with the British Indian Govemnient by allowing 
thfe ihequitous duty to be, imposed oil cotton!goods 
made in their territories. But it is open .to , dpubt 
if the States or their Rulers r^hsed the: full signifi-; 
cance of this measure in the scheme, of India’s 


national economy. ' Certainly, .at another milestone 
in the economic or Riscal hist.OEj'. of Jndiav.rnadein 
the;course of therEurop^n "^ar,- the . States lagam 
forbore to . urge their viewp.oint .’ .before, .the,' Iiidi^ 
-Govemmeht,’ in regard to the manipulation; of-ithe 
Customs Duties. .• And- the. :same ' policy ; was.; in. ■ 
essence followed at the_ next turning. point;v when 
life^ndian Fiscal Cornmission recommended a radR 
cal' change in the Customs policj?^, being based, on 
affording a ".discriminating protection ” to , prof’ 
laismg;^ Indian industries. This . tim'e the . States 
■didpno. doubt, present. a Memorandum, the. burden 
•of .which was.not against, the Goyernment .of India 
recasting : their. Customs : policy, .so,, as .to . afford 
■greater protection to .'likely' industries, in . India. 
■The • main contention it adi^ced was that . the 
States^ should be admitted to a fair share of the 
financial as 'well as economic benefits that might 
possibly be derived from such a change in policy. 
'The Fiscal Commission as well as the Government 
of Jiidia have, so far, kept the States’ case in abey- 
ance, if not shelved it altogether; though the States 
cannot, naturally, overlook, the. injury, wrought to 
their people, their material development, and t^eir 
•fin&ces, by the new turn taken by the'.Indian Fiscal 
policy. Sir Siya^amy Iyer may , be impressed 
.■with the States silence or acquiescence in . tliese 
frequent changes in the Indian Customs policy;; 
and you may, if you like, regard with^hini the right 
9^, . .4^^ Government to the entire proceeds 

Customs as being founded onNature’s 
gift of . the peculiar geographical position that 'has 
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denied the Indian States any direct outlet to the 
sea. In point of fact, however, no thoughtful 
statesinan can afford to overlook the clear fact of 
our history, that the States' acquiescence in the 
changes of fiscal pohcy, made by the Government of 
India in the last seventy years, was achieved, either 
because the total burden imposed by way of the 
Custorns Duties by the then accepted principles of 
policy in the Government of India was too insignifi - 
cant to demand an effective protest ; or because 
they did not consider the moment quite happy to 
make a representation at a time of the utmost 
danger to the Empire as a whole. No fair-minded 
Critic of the States can penalise them for thig their 
forbearance; and much less injure them for their 
having not obstructed the new orientation in the 
Fiscal policy of India made some five years ago. 
And as for Nature’s gift of a geographic advantage 
being the explanation and justification of the Gov- 
ernment of India’s claim to the exclusive enjoy- 
ment of the country’s Customs Revenues, we are 
all familiar enough with the making of the modem 
British Empire in India to realise that man has giveh 
a very distinct push to Nature in this affair. The 
entire argument of Sir Sivaswamy Iyer in this 
behalf reads to me like a highly elaborate special 
pleader, despite the eminent authority and analogy 
on International I.aw quoted in support of it. That 
the claim of the States for a share in the Indian Cus- 
toms revenue might sensibty endanger the hard-won 
financial equilibrium of the Indian Govern- 
ment is no argument, in political ethics, to deny 
this right to the States, if on other grounds their 
claim is unchallengeable. And the fact that : 
international usage and courtesy have all along 
allowed free, transit to the goods of the inland 
States over the territory of neighbouring States ; ' 
that several States are in India also allowed this 
privilege by special convention ; that the trade of 
Nepal and of Afghanistan enjoys the same privilege 
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in India as that of Switzerland over the French or 
Italian, or German and Austrian territories ; that 
the w illing co -operation of the States hitherto 
in all such matters as minister to the economic 
development of the nation ought to win them a 
consideration in this regard, even if there were 
no other reasons for that attitude,' — aU these point 
irresistibly, in my opinion, to the necessity of a 
.radical reconsideration of this question. 

It is, indeed, evident that for a sound federa- 
tion to be built up in this country, the Customs 
•central will, as a matter of course, be assigned to the 
Duties federal government. Financial §is well as 
the broader economic considerations unmistakably 
•point that way. It is, however, probable, in my 
opinion, that the Customs revenue of the federal 
Indian Government will continue to have a produc- 
tive aspect, in spite of any protectionist turn that 
might be given to it. On those assumptions, the 
refund, — or compensation, — demanded in one way 
.-or another by the component parts of the federa- 
tion, — especially the States, — ^would become im- 
possible to deny. I would not, of course, be un- 
derstood to say that a clear division of proceeds 
will necessarily have to be made between the States 
:and the Government of India in order to solve the 
present problem. The compensation or refund 
may take any shape, not necessarily a monetary 
return. But, provided those who are entrusted 
with the financial reconstruction of India realise 
'that the States are, under existing conditions, losers, 
because of the burden borne by their citizens with- 
out any corresponding benefit to them from this, 
revenue of the Government of India; because of 
their own direct burdens as consumers; and 
because they do not get to participate in the benefits 
-of the protectionist policy in regard to the industrial 
•development in their own territories,— -they will 
•surely be able to devise means, whereby the just 
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claims and representations of the States could be- 
Mly attended to in practice. . Speaking for myself,. 
I am, indeed, unable tba^gree to the suggestion that 
the States might be ■ allowed ‘ the benefit of the- 
Barcelona Convention and the. Statute of the Free- 
dom pf Trahist inade* in 1921, under Article 23, 
of the X^^e , of Nations' Coveriaht, 'which pro- 
vides-r: — . . ... - • 


^ . “ The injures taken- by the . coiitracting-states for ' 

regulating and forwarding traffic across their territory 
- shall 'faoili feate fr^ trafiMt by rail or waterway.”* 


' • The - very I next 'article of the same Statute 

provides that traffic in Transit shall- not be subject 
■tp_^y' “special dues’ ' in respect of transit, include 
ing entry arid exit; ' -Th'e authority l have referred 
‘toTpunds the strongest plea on this' term “• Special 
-Dues,” arguing' ■ therefrom that the special dues- 
■being .forbidden do not necessa-fily fOrbid the usual 
Customs Duties' in the absence df-ahv specific 
convention to the contrar5^ The Indian States 
have, indeed, no such special convention with the 
Government of India ; but their own ready consent .. 
to aboHsh their local transit duties, to tbe . n aOnse- ' 
loss of their own revenues, must permit tlieir ad- 
vocate to infer, by implication, the fact of such a 
tacit convention. Current practice among friendly 
^tes, moreover, amply supports this interpreta- 
tion of the clause, and not the special ple-ider which 
w'ould 'exclude the .Indian States from the benefit 
j^f-JfcfeefspiritXf'siiPhd provision. ' But/ in spite ■’'of' 
alilffiiSj^'the'-iettef- of • the Barcelona convention heed 
hot" be 'applied' in India, if the Considerations so^- 
far urged are duly realised . 

r. If the . principle of a refund, .’co'mpeh^tiom 
or .snare, m, the Customs revenue, or, the . Govern - 
jnent . of., India, is conceded,- the exact share of each . 
instate, as- well as the mode of xaleulatmg.,and:the:* 




h ;* Quoted- in Siyaswamy lYer; Op/CSt. pr 239. ,- % * 

s-m ■•v n.T... Jb» ^ ^ 

•‘'•a "’'f ' „ -w r„ J ,r» 
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manner of granting it, may be left over as a matter 
of detail, to be settled by subsequent calculation, 
negotiation, and convention . . The States naust, I 
think, relinquish, as a matter of course, their own 
existing and additional customs dues, levied on a 
unhoim . rate , by most ' States, without any well- 
considered scheme of state development,— as a con- 
dition precedent to this principle of cornpensation 
being conceded. Their doing so would .add to 
the purchasing power of their. own subjects; and so 
add to the , total, volume , of- the foreign, trade 
of India, Which must, in its' turn, swell the Customs 
revenue of the country.- They -ihust also haye a 
voice in deteralining 'the - general principles,^^ from 
time to time, regulating the' details ^6f th6 customs 
schedule; though it Is :opeh.:to,' ai^toehtc .thht in 
such a scheme, they are likely to be^;a; permanent 
;miriority. They! must also participate, as equal 
members .of a ' federation, ’ in selecting the exact 
.industries to be protected, as also in distributing 
eveMvthe benefit. of such, a protection.. .Arid/, last 
■but riot the least,; their finances must be benefited, 
whether by increase in their revenues or, by equiva- 
lent saving . in ' present expenditure, ■ in proportion 
to their just .claim' in the collective customs 
revenue. The money value of the claim may 
be, on the basis of population, on the assumption 
of 45 crores of aggregate import duties revenue, 
-Rs. lo crores;^ on the basis of their inland 
trade, the Mculation would be more difficult; and 
that on the basis of the actrial consumption of, the 
t^ed articles in the States would * . be' still, i,inqrfe 
• -Rut round about the, figure given, ab'qye, 
JbeRthteg woidd Mayedb .be. xompensdted'- drr bdne'r 
fited, af, a just and .equal federation's to be form- 
ed iri India. ■■■• - 

:®e gneymces ,oTthe.-_States jifi respect' of, the 
Salt -Tax- are not a whit less iinpoflahf tlian those 
jn relation to tEe Custom's except for the- 
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^inount at stake. The Customs Duties have 
however assumed their present impoitance only 
in the last ten years ; v/hile the complaints in con- 
nection with theSaltDuty are at least fifty years old. 
^ Government of India have been levying 

a Salt Duty since 1760, and have claimed it to be 
a fientage from the previous rulers of the countr\^ 
precisely those preceding Governments levied 

^ A? quite known ; but the consolidation 
m British rale has witnessed, since 1877 a smes of 
Treaties '^th the chief salt producing States in the 
count^% in order to permit a uniform rate of taxa- 
tion throughout the Empire, whether British terri- 
tory or Indian States. 


. . Duty and the Opium Revenues have 

some similarity wjier se, but far more 
uifterences. While the Salt Tax is a burden falling 
wholly on Indian shoulders, the Opium Revenue 
.rach as It was, was derived from non-Indians’. 
1 he Government of India derived both these reve- 
nues irom their own. as well as the States’ terri- 
tories. But, while in the case of the Opium Revenue, 
ialling entirely on non -Indian shoulders, the Gov- 
ernmenc of India were pressed again and again by 
raeir masters in Britain throughout the Nin'eteenth 
Century to sacrifice their profit from this source, 
till at last in sheer de.speration they had to agree, 
in the case of the Salt Tax, falling as wholly on 
Indian .shoulders, the Government of India have 
iield, — and they have been supported in so holding 
by their Home Authorities,”— that ‘ on all 
grounds of general principles. Salt is a perfectly 
legitimate subject ot taxation.”* 



Now t^t the Opium Revenue is dwindling 
, international convention to the point of dis- 
_ ^P^iance, it ^s less than ever likely that the Salt 
"Duty yoll cease to be an integral pait of the Indian 

Financed and Public Works of India. 
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Public Finance, in spite of its unfair incidence, and 
inequitous nature. 

The systematisation of the Sait revenue, and 
unification of the duty, were achieved, as alrea.dy 
■observed, by a series of Treaties with those Indian 
* States which were the principal sources of salt pro- 
duction. The Treaties generally provide for a sole 
monopoty of salt manufacture in the area concerned 
being granted to the British Government, in con- 
sideration of a compensation paid to the States. 
The Treaties, however, are not uniform, nor the 
compensation calculated on an identical basis. They 
were also made the occasion, in some cases, to 
■exttact pledges from the States to prevent the 
export, not only of Salt, but of other stated articles, 
— ^mainly intoxicants like Ganja. As the States 
were also made to sacrifice their revenue from 
Transit Duties by the same series of Treaties, the 
compensation was calculated on the basis of the 
loss to the States’ revenue from this sacrifice, as 
also on account of the salt manufacture till then 
carried on in the States. As, at the time these 
Treaties were made, these regions were devoid 
of any transport facilities worth -the name ; and as 
to-day that defect is in considerable measure 
r^edied, the States now feel that the compensa - 
tidn awarded to them under the Treaties is utterly 
inadequate, being given on obsolete lines. The 
benefit to the Briti.sh Indian economy, from the 
growth of unrestricted inland trade, was perfectly 
understood by the highest financial authorities in 
the Government of India, both actually at the 
moment, and prospective^ with improved communi 
cations in the future. They were, therefore, 
confident of making up such loss in their revenues 
as resulted from the simplification of the Sait 
Duties, very soon from other sources ; but no such 
consideration was borne in mind when fixing the 
cash compensation to be p^id to the States con- 



cemed. At the prevailing rate of Salt Dutj% the 
Government of India derive an aggregate revenue 
of a little below 8 crores per annum from all over 
India, or 4 annas per head of population. As Salt 
is a necessity of life, there can be no , ve^’’ great 
difference in consumption as between the richer 
and the poorer ar^s_Hcnce the States are iustified 
m calculatmg- that their subjects pay ‘ nearl^v i . 75 
crores of this revenue to the - Govemnient ot India. 
Against thiSitKebotal compeh^tion ^Ow'ed amounts 
to duly 36 laklis;’ though Of cotirse the Xompehsa- 
tioh goes only to those ' States '\vhose Salt sources 
haye'been taken’ oyer by the Eritfsh' Government 
of India, while the salt dutv is’ borne by all .the 
people of India alike. A better and a- juster . con- 
trast would be provided,— -could it be accurately' 
calculated,— by the volume of -transit trade now 
pa ssing through these corhpen'sated States,' on which 
they lose *a "considerable rev'Onu'e,'^ thanlis: to these 
-Treaties. ’ '• It - woiild be ■ interesting'- to ' ask’ ' .whal 
rejbirider people like ■ Sir : Siyaswamy i arid; other 
advocates "of the Indian' Govemirierit,*' who .‘corisider 
the; monopoly’ of the - Customs -Revenue by that 
■ Go’verrinient to be the outcoirie of .a natural ‘:igeb- 
graphical advantage, would make to the; States'^ 
complaint in respect of the Salt Duty. Is that also 
due to a natural advantage of the geographical 
position and initial endowment of British Tndian 
territories ? Can it be pleaded as such by, the 
British Government again.st, (i) either the States 
whose Salt sources the British Government have 
acquired for an inadequate compensation,; or 
(2) against those other States, far mo're .ririmqtqus 
arid 'populous,': who have no salt - sources o'f.dheir 
ip^.mrarid’.whO: nevertheless are mulcted .every, y^r 
,^qtleiBtttish'; 6oyerririierit;pf.Tridia for the'berieirt 
'Of ; the latter ’s' Salt 'revenue ? ;■ ..if n ! c ■ .cehiiiiico 

/•y ' Sir'^ johiu^Strachey,' 'the'ifiriarieierh ofuBwtish 
vindta .most ' directly -concerned m making- 
mpc^gements, ' has .observed ^ * 
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As an unavoidable consequence of tbe new sy stein 
and one without which the relief of our own subjects 
would have been impracticable, the people of the Native 
States in question became generally iable to the payment 
of the British salt duty ; a i^ortion, however, of the 
population still obtains salt free of that duty, and another 
' ‘ ' pays only half the usual rate/^’^ \ 

It -is not q uite .clear if , Sir John . was thmking, wlien 
h£ina3e t^is' remark; only; of the subjects bf those 
pafticular. 'States, with ..whom his .Salt' conventions 
were macie; or'of all'the.Inclian' Stat'e.s put together 
Jhe hurdeh of the Sait'Diily, it cannot be repeated 
too oferi; is ■ cbminoh tci all India ; and so the ex- 
tenuating circuihstaiice^ such as' they are, pointed 
% John Strachey; m as they do not 
hpply, to ‘the .other .Indian States, have no force. 
,To' such a contention, however, the answer of Sir 
Jolm and people of his mode of thinking is very 
clear, ■ Xhe British Government in India have 
conferred many advantages by their peaceful 
settled rule, which are common to all India ; and; 
in addition, there are specific advantages in respect 
of ■ pmticular. States in connection ' with the - Salt 

revenue; which, . coUec%^^ - must;' be - held to 

the; aboye.,;; Sir. John," however, 

^ns;der^4he. very ;fact:of:.the^-^abdliti3h of the 

.Tr^srt.ppties in:the;fpur:^ 'States to 'be a 


r, bet on against 

the; coritentibii •that_thh Bntfsh Salt -duiy paid by 

th^e , people was ah uncbhsciohable idemahdl As 
a matter . ’of . fact, however,' ; the people ' of : these 
did not ^ benefit by. the remission of these 
-Transit-Duties,' and much less" the States. Those 

who r^Ily benefited were The .'British traders^ 

Indians or non -Indians, — and the Brirish manufac- 
turers, the market for whose, .w^res was thus hand- 
somdy extended arid facilitated. Another , such 
specific quid pro quo mentioried seriously as a set 


* StracKey, Op. Cit. p. 226. 
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against tlie British Government’s burdens on 
the Indian States' subjects in respect of the Salt 
Duty, is described thus : — 

“ The removal from April 1, 1878, of the duties 
formerly levied on all sugar exported across the customs 
line from our own territories, which fell mainly on the 
people of the Native States of Rajputana.” 

Sir John, however, was a Civilian by origin, a Dis- 
trie Officer by temperament, a Finance Minister 
by accident of seniority, and by no conceivable 
rlaim an economist ! Hence his utter misconcep- 
tion of the nature of the old Sugar Export Duties 
from British India. British India had then, or has 
now', no monopoly of sugar production, vis-a-vis 
the Indian States, even of Rajputana ! The latter 
have their own substitute for sugar, which they 
would continue to consume, without bearing the 
burden of the British Sugar Export Duty, incident- 
ally giving a continued employment to their own 
capital and labour invested in that production. 
"W hen British India abolished those Export Duties, 
the people in the States might, perhaps, have got 
this “ foreign sugar ’’ a shade cheaper. The real 
benefit of that arrangement went to the British 
Indian (or European! merchant and sugar-pro- 
ducer, whose trade received a fillip by the duty 
being abolished ; and the real sufferers from the 
arrangement were the producing interests of sugar 
in the States. 

Among the indirect benefits to set off against 
the salt burdens on the people of the States, Sir 
John gives pride of place to the improved transport 
arrangements constructed by the Indian Govern- 
ment at their own cost and risk in these regions, 
opening them up, and so facilitating their develop- 
ment- How iar railway construction benefits the 
people of a region through which the road pas^s, 
immediately and ultimately ; how far railways ia 
India have been constructed exclu^vdly oa com- 
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niercisd considerations ; how far there ever was any 
" risk ” involved to those who began railway con- 
struction in this country ; — -these are questions- 
with which we are not primarily concerned here. 
But to the point made in this regard by Sir John 
Strachey, the reioinder is unavoidable that: what- 
ever may have been the case at the time he made 
the remark, (1882), the States have since not been 
indifferent to the advantages of transport facilities,, 
and have contributed their mite to this develop- 
ment ; so that neither the cost nor the risk have been 
entirely those of the Government of India. As- 
a matter of fact, therefore, and quite apart from the 
statement of opinion involved therein, the plea put 
forward by Sir John or his followers is inadmissible. 

For the most substantial, however, of these 
mdirect advantages.in the opinion of British Indian 
financiers, let Sir John speak for himself, and his 
line of apostolic successors ; — 


It has been generaDy felt that the Native States 
throughout India ought to inake touch larger contribu- 
tions towards the general expenses of the Empire, than 
we now receive from them. For the maintenance 
tnrougnout India of peace evnd tranquillity, they pay 
for the most part, almost nothing ; and these inestimable 
benefits are mamly provided for them at the cost of our 
own subjects. In many cases, however, a partial remedw 
^ bepn suppli^ by the operation of our Salt Duties. 
^ Stete of the Nizam, all the Native States of the 
and ^hers m other parts of India, derive their 
/I P part, from sources where the 

triKn+o ^ and these States thus con- 

tobute mduectly towards the revenues of the British 

S^™.ent. * * - * If the new arrangemeSe 

' financial gain to our Ikeasury, 

ticef SSflStar- ® 

is no argument, but a highly elaborate special 
pleader, evincmg, by the mere fact of its being ad- 

* (Op. Cit. p. 228-9). ~ 
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■vanced the utter bankruptcy in argument of its 
author. In patting forward this consideration, 
Sir John seems to have utterly forgotten the e'scist- 
ence of the Tjihntes from the Indian States, which 
make a direct contribution to the British Treasury 
specifically in return for the advantage claimed to 
be conferred by the British Government. And, 
still more to be noted, is the transfer, by these very 
States, of vast blocks of territory definitely for the 
maintenance of an adequate force for the defence 
of these States, and the preservation of general 
peace in the country. The revenues from ' these 
regions to-day aggregate crores upon crores. 
Even at the time they were first made over to the 
British Government, the income therefrom was 


more than equal to the share that could justly be 
charged to the States of the cost of national defence 
and the maintenance of peace within the country. 
The States, on their side, might well urge that the 
loss of employment to capital and labour’ in their 
territories, once , engaged in salt production, is 
utterly’ unc'onipensated by these • Salt Treaties, 'and 


has ' been • progressively injurious to’ the' States’ 
exchequer - and Jto . the peoples . gnerally, not to 
ihention the fact that the Salt production and’ con 
sumption having , increased, the. compensation in 
respect of this should also be increased. 


] The case of the Salt Duty is analogous to that 
of the Customs Revenue, and must be tr^ted 
^cpordihgly • In n proper federation of India, the 
Central Government would have to be given sole 
chmge of this source. But, to the States producing 
at least, a compensation will have to be made 
their sacrifice in thus surrendering’ a source of 
reyehue arising from their natural . advantage. 
However Calculated, the compensation mutt;2^% 
of being revised every ten years Wh®"^ 
though it need not necessartty'b'S’^ 
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EXCISE. 


The Excise Revenue, drived mainly from the 
consumption of intoxicants, is, in India, contrary 
to the precedent of other federations, a purely 
provincial item of income. The Indian Taxation 
Enquiry Committee would, as already noticed^ 
suggest a redistribution, in part at least, which 
would make that revenue follow more effectively 
the control of the administrative system in that 
behalf, as well as be in greater conformity with the 
accepted principles of Federal Finance. But no 
action has yet been taken on their recommenda- 
tions. The revenue of the several British Pro- 
- vinces from this source amounts to close on Rs. 20 
crores, equal to the yield from the Taxes on income. 
Considerable, however, as this amount is, the 
problem of the Excise Revenue is very much com- 
plicated by the admbrture of the social element. 
It is open to question if the authorities that be are 
fuUy alive to the demands of this social problem, 
especially when the same is in such marked conflict 
with the revenue needs of Government. Indian 
opinion, however, and the better elements in the 
official hierarchy, seem to be agreed that the reve- 
nue aspect should be entirely subordinated to the 
requirements of social reform, even to the limit 
of absolute prohibition. The Taxation Com- 
mittee could not persuade themselves that the time 
w^ ripe for India to adopt a policy of absolute pro 

^ volume of enlightened 

public sentiment in the country is likely to force the 
inmds of Government as least so far as to make 

this item a steadily diminishing source of publii 
mcome. ^ 

_ In the States, however, the problem is sti 
mainly of revenue ; though that statement should 
not be construed to mean that the better minds 
among the Indian States Ministers are not ahve to 
the mischief of this revenue. The States have, in 
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fact, always co-operated whole-heartedly with the 
British Government of India in every project of 
nation-building, even when the process involved 
direct personal loss to themselves. The instance 
of the Salt Duties has already been mentioned, as 
also that in connection with the Transit Duties, as 
exemplifying the States’ readiness to co-operate 
even at the risk of some loss to themselves. We 
might add here the instance of the Countervailing 
Cotton Excise Duty, of inequitous memory, in 
imposing which on the cotton products within their 
own territories, the States have afforded the most 
costly, and even the most dangerous, proof of their 
untiring and unquestioning readiness to second all 
efforts of the Government of India to achieve a 
given point in administrative reform. It is more 
than doubtful if their own intelligence and reason 
ing, — not to say their own immediate interests, — 
had convinced them in such cases of the wisdom of 
the course advised by the British Indian Govern- 
ment. Given these precedents, it is impossible to 
question, that, if and when the Indian peoples are 
finally determined to abolish the traffic in- intoxi- 
cants which 'plays such a havoc with their huhian 
factor, the States would be lacking in active sym- 
pathy and support, no matter what the cost to their 
Exchequer may be. To-day, however, when a de 
finite decision of such a radical character is stiU. 
wanting in the British Indian Government ; when 
the latter are unable to devise even for themselves 
sufficient alternative sources of revenue, to make 
good a consequential deficit, the States can hardly 
be blamed for considering their own side of the 
Excise problem financially. 

The grievances, however, of the States, in 
Connection with the Excise Revenue, are rather 
matters of administrative detail, than those invqlv- 
mg any fundamental principles of Federal Einafice 
s^Cimapoisation. , But, such as they are, these petty 

1 ^ . •.t .I' ^ 
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grievances militate against the engendering of that 
spirit of full sympath3i" and mutut^ understanding, 
which is indispensable for the growth of sound 
federalism. As alreadj^ remarked, the fact that the 
proceeds from the Excise taxation go to the several 
local governments in India obviate the basic injus- 
tice to them, created bj^ the monopolisation of that 
other indirect head of taxation ; Customs by the 
Central Government. The States, like the Pro- 
vinces, have their own Excise systems, and enjoy 
their own,.proceeds from the same. One Govern- 
ment does not tax, in this instance, the subjects 
of another ; and so the problem created by the Salt 
or the Customs I'evenue is absent in this case. In 
only one case of any importance, perhaps, the diffi,- 
orlty in this behalf involves a point of principle. 
Char as imported fromYarkand is taxed at Hoshiar- 
pur by the British Government exclusively, though 
the consumers of this taxed material are as much 
in the Indian States, as they are in British India, 
Imported spirits also follow the same model, and 
give rise to the same injustice. The last -mentioned 
item causes particular uneasiness to the States’ 
financier, not onlv because of the double taxation 
the foreign spirits imported into British India have 
to bear when consumed in inland States ; but more 
particularly because the Railway Station Refresh- 
ment Rooms, where they seU such spirits, indict an 
incalculable injury and injustice on the States con 
cemed. Railway Stations are now-a-days almost 
in every State ; and every such place, — ^at least on 
the line not owned and worked by the State itself, 
— is recognised by Treaty to be British territory. 
The Station Refreshment Room spirits, therefore, 
are_ charged with only the British Customs Duty ; 
while the liquor-shop next-door, but in the terri- 
tory of the Stete, has to pay first the B Atish Customs 
Duty, and next the Excise Duty of the State itself. 
Competition is thus very hard and unequal for the 
local liquor-shops in the Stat§ area. The hardship 



is doubled, when one remembers that, more' oftea 
than not, the caterers for the railway travelling; 
public are in close alliance with the Railway com- 
■ panics or administrations concerned ; that they, 
therefore, get advantageous rates for the transport 
of their liquor consignments, in comparison with 
the ordinary vendor in the state territory immedi- 
ately outside the Railway compound ; and that, 
from the mere juxtaposition, and due to this hard- 
ship in taxation, a hea^qy premium is placed on the 
smuggler taking a bottle or two each time across the 
di'.iding line with perfect immunity. This is,, 
therefore, both an administrative, as well as a matter 
of root principle ; and the sooner it is attended to bj?' 
the parties concerned, the better it would be for 
the sentiment for federation. 


Of the minor matters of administrative min n- 
tioe, the most considerable is in connection with the 
fixed casli compensation paid to certain smaller 
States by the British Government, in consideration, 
of the former having surrendered their Excise ad- 
ministration to the latter. The amount payable by 
way of Compensation is calculated at rates prevaih 
ing at the time the arrangement w^as arrived at. 
As the rates have since been very considerably 
increased by the British Governments concerned 
for their own benefit, the compen.sation comes to 
be small out of all proportions. The British 
Government replies, when representations on this 
account have been made to it, that by the very 
nature of the agreements imder which the Com- 
pensation is paid, the amount will go on bein,g paid, 
■even if the British revenues from this source should 
disappear altogether owdng to an adoption of a 
policy of absolute Prohibition. But to the States 
concerned, the argument sounds very hollow, as 
they cannot beheve that absolute Prohibition is an 
immiaent proposition; in British India. 


yi'sp. 


adjcSiih^the 


the a^ctual rates charged, the States 
"" Provinces feel that their side 
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of tlia matter is never considered by the Provincial 
Governments, whenever the latter alter and in- 
crease the rates for their own reasons. This lends 
a special stimulus to the activities of the smuggler, 
or illicit producer ; but the representations of the 
States concerned are seldom attended to as they 
might be by the Provincial Government involved. 
On the other hand, if any State should choose, for 
its own reasons, to raise its excise duties, the ad- 
joining British Province will not fail to malce the 
strongest remonstrance that one Government could 
possibly address to another. And, of course, the 
State concerned has to listen, no matter how much 
it might in its own private council resent the re- 
monstrance. The grievance threatens to be 
cumulative ; and if it is to be removed, — ^as it must 
be, — some machinery must be devised for previous 
consultation and agreement, or adjustment, before 
action is taken on either side of the frontier. At 
such joint conferences of Excise and Finance Mi- 
nisters in adjoining administrations, all minor 
points of administrative detail, — such as the code 
of regulations to prevent smuggling and illicit 
production, or the openmg of liquor shops within 
. stated areas, or the limits of the “ shopless ” zone 
-on either side of the boundary, — might be dis- 
cussed and amicably settled, subject, of course, to 
Fhe guiding principle of policy in this behalf, as 
laid down by the national Legislature for the benefit 
of the coimtry at large, and in framing which the 
representatives of the different Governments,-^ 
. States’ as weU as provincial, — ^would have their due 
share. 

OPIUM. 

The grievance of some of the States in regard 
-to the Opium revenue and- gener^ policy of the 
- Government of India is more serious than any other 
Government ot India is more serious than any other 
•single item hitherto considered. For more than a 

• 
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generation, however, the problem has ceased to 
have the vital importance, which the very mention 
of the topic nsed to invoice formerly ; and if the- 
enlightened opinion of the ch ilised world,as reflect' 
ed in the recent international conventions on the- 
manufacture and sale of Opium is allowed to have 
its course, w^e may live to see the entire revenue 
from this item disappear altogether within a period 
of at most ten years from now. The problem now' 
resulting is rather one in connection wdth what may 
be called ” Excise Opium,” and the aftermath of' 
the international conventions, which has compelled' 
the Opium producing States of Maliva to lock up 
very considerable quantities of capital in their.now 
steadily accumulating and unsaleable Opium stocks. 
This is not the place for me to inflict upon you an. 
outline of the history of Opium Revenue and policy 
of the Government of India. Those of you who 
are interested in the matter may be referred to that 
other work on The Sixty Years of India Finance,. 
from which I have borrowed frequently and copi- 
ously for these Lectures. At the present time the- 
States concerned are very few in number ; but those 
have a grievance of very long standing, and ev en 
now not mconsiderable. Let us, therefore, cast a 
hurried glance at its origin and progress to date. 


From the earliest days of British supremacy, 
the Government of India have endeavoured to 
obtain a practical monopoly of the manufacture- 
and sale of Opium. Like Salt, however. Opium 
is produced in a number of districts, some of them 
in the British provinces of Bengal and Bihar, others 
in the Indian States of Gwalior, Indore, Bhopal, 
Dhar and Dewas. The latter, — the so-called 


' Malwa Opium, is superior in quality, yielding 90%. 
to 95% of fine opium per chest, as against 75%- 
i'to 80% avadable in the Bengal or Bihar Ophim 
,iehest. Negotiations were started in the twi'enties» 
last century with- these States to secure a. 
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monopoly ; and in 1826, Indore, Dhar and Dewas 
agreed to let the IBritish Government have an 
exclusive right of purchasing all the Opium grown 
in their territories, at a fixed price, and subject 
to the condition that the cultivation of poppy 
in these States was in tuture to be limited to a 
stated area. Other States, with Gwalior leading, 
declined to fall in with these arrangements. Lord 
William Bentinch recorded his opinion : — 

“ We are bound, by paratnount considerations of * 
justice and good faith, to withdraw altogether from the 
interference with the gi-owth and transit of Opium 
throughout India.” 

The monopoly secured in Indore and other States 
was abandoned in 1829, and the system of a heavy 
" Pass Duty ” on Malwa Opium passing into 
British territory was substituted and developed in 
stead. The “ Pass Duty ” was calculated so as to 
make up for the difference in quality, and therefore 
in price, between the Bengal and the Malwa opium ; 
and was varied from time to time throughout the 
Nineteenth Century to meet the requirements of 
revenue and policy of the British Indian Govern- 
ment. Starting at Rs. Rs. 175 per chest, it stands 
to-day at Rs. 1,200/- per chest, and has operated 
along its history as a Transit Duty, pure and 
simple ! The Anglo-Indian ^nanciers were un- 
remitting in their condemnation of the Transit 
Duty in principle, and they managed to obtain a 
complete abolition of those duties from the States 
in the latter half of the Nineteenth Century : hht 
against their own Pass Duty on Malwa Opium, — 
Transit Duty as it was without question — ^they 
would not hear anything from the States affected. 
At last a Royal Commission was appointed in 
1893 to advise the Government of India as to : — 

On what terms, if any, the existing arrangement 
for the transit of this Opium through British territory 
can, with justice, be teiminated/i 


26G 



And the Commission advised, in 1895 : — 

are o£ opinion that by paramount considerations 

of fair dealing and good faith, theGov- 

erninent ofindia is precluded froJm i\ithdrawing the right 
of transit, except with the free consent of the protected 
States. It is clear that any agreeinent that might be 
arrived at could only be arranged on payment of large 

pecuniary compensation We are aware that it 

has been suggested that the present arrangement for the 
transit of Malwa opium to the sea might be ended, without 
direct interference on the part of the Government of India, 
by an enhancement of the Pass Duty up to a point that 
would be found prohibitive ; but we consider it sufiicient 
to say that the consideratioiis on which our general con- 
clusion is founded would, in our opinion, be equally valid 
against any such indirect method of extinguishing the 
expoi^t trade."’ 

In spite, however, of this considered opinion 
of a Royal Commission, both the eventualities 
envisaged and condemned by that body came to 
pass, within ten years of the Report. The “ Free 
consent of the States concerned,” without which the 
Commission would not suffer the Malwa Opium 
trade to be ended, was never obtained, though the 
trade has in fact been destroyed by the ex f arte 
engagements of the Government of India with the 
principal consumer of Indian opium. And the 
notion of a cash compensation to the States 
affected has never been entertained, though the 
Trraties which finally undermined the Indian 
Opium Revenue were concluded exclusively by the 
Government of India, and yet affected materially 
the financial interests of the States. I have already 
touched upon the contrast between Salt and Opium, 
each as a source of public revenue in India; and the 
contrast appears to be all the heavier to the Indian 
States, which have not sufficient alternatives to 
make up for adventitious deficits in their Budgets, 
broughC abodt by such arrangements as those 
the Indian Government with China. The States 

\ ^ . -ynr--r " ■' ^ ' 

:A ; 
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•concerned did, indeed, represent to the Inc^an 
Government that the Treaty in quesGon was one 
made between the British Imperial and the Chinese 
Govemmsi^is, to which the consent of ^ ^ 

was not previously obtained ; and that, accordingly, 
they could not be bound by the terrns of such an 
engagement. But the Government of India s only 
reply was to make a slightly more liberal allo^tion 
for the Opium to be exported, in As tire 

question of principle involved w^as not answered 
at all, the States concerned next demanded a pro 
rata distribution of the allotment for export from 
the exporting areas, as also a proportionate appoi - 
tionment of future production between the produc- 
tive districts * the abolition of the Transit Duty, 
and an equal share in the export trade with the non- 
China markets still available for Indian Opium. 


The Indian Government turned a deaf ear to prac- 
tically all these demands, adding, in reference to 
the non- China markets, insult to injury by the ob- 
servation, that if the exporters from the Indian 
States had not already secured an equal footing- 
in the non- China markets.they had themselves_ to 
thank for their plight. The only compensation 
the States got was the assurance that the require- 
ments of local consumption will be met from Malwa 
■Opi iiTn ; that a priority would be established for 
pUrjwses of export ; and that when the Pass Duty 
reached the maximum, the States would be made 


to share with the Government of India the profits 


of the increased Pass Duty, as well as in the auction 
proceeds of the right to export. These were hardly 
worth the name of concessions ; and the Govern- 


ment of India finally closed all discussion on the 
subject in 1915, by ruling categorically that : “ It 
was impracticable to offer facilities for the sale of 
Malwa opium in foreign markets.” . 
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in the extra- China markets, and hoping against 
hope for some change in mentality, went on accu- 
mulating their Opium stocks. The more discern- 
ing among them have since desired to utilise these 
for purposes of drug manufacture, if ordinary 
export, is not feasible. The Gwalior Durbar, for 
example, after consulting and being assured by 
experts as to the possibility of extracting marketable 
morphine from their opium stocks, approached the 
Government of India for permission to open a ne- 
cessary factory for the purpose. For two years the 
Goyei'nment of India slept over this simple request, 
which, under the existing Treaties, the Gwalior 
Durbar were not obliged to make. Tired of the 
silence, the Durbar next offered to sell all the 
morphia made at such a factory to the Indian Gov- 
ernment, at cost price plus a" profit 12^% ; but 
the Government of India simply declined to agree 
to any such proposition. 

The present position, then, in respect of 
Opium may be summarised thus: The Govern- 
ment of India have bound themselves to bring the 
cultivation of opium to an end by 1937, when it fe. 
hoped opium smoking will have been abolished, 
opium consumption in other forms greatly re- 
duced, and opium products for medicinal use imder 
strict regulation. Though strictly not bound by 
treaties to which they have been no party, the 
Indian States are nevertheless made to suffer along 
with British India financially in this behalf ; and, in 
consequence, they have accumulated, in twenty- 
years of unavailing protests and ineffectual pro- 
posals vast stocks of opium, which press particu- 
larly heavily on the small States, who have never 
had any share in the compen.sation that has 
sometimes been allo-wed. .By way of remedy, the 
•States ask: (i) for the abolition of the Pass Duty, 
which offends alike against economic law and 
pohticaj equity ; (2) an equal share in the domestic 
^ffkel with the Bengal Opium ; (3) freedom of 

ft 
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export to the non -China markets iipto at least their 
fair share of that trade, if, that is, the Government 
of India would not themselves buy up and dispose 
of the accumulated stocks. The latest request for 
permission to establish factories in the States to 
manufacture alkaloids deserves even more sympa- 
thetic treatment than it has received so far, especial - 
ly as it is aimed at turning an actual loss into a 
profit. 

Profits from public Enterprise or State 

Property. 

Governments in India have a variety of such 
profits, and a multitude of public enterprises- 
Those, however, which interest us here, — Vis. 
such as give rise to quiestions of an inter -statal 
nature, — are concerned with the Railways, the Irri- 
gation Works, and the Post Office, including Tele- 
graphs and Telephones. Other cases, — like the 
Mint, the Currency system, or a State Bank,— are 
either worked on principles distinguishable from 
those governing revenues from collective state 
enterprise; or are yet not in proper working order. 

I shall not, indeed, utterly overlook even the latter 
category ; but, for the moment, I am concerned 
with the former, particularly as in their connection 
grave questions of interstatal right ha^-e already 
emerged. 

A. — The Railways. 

I, poking at this magnificent asset of the State- 
in India, from the standpoint exclusively of Federal 
Fiiiance, it must be premised at the outset, that the 
Rad-road may be regarded as both a local as well as 
a central concern. In so far as it is fixed in irre- 
movable property in the permanent way, stations,, 
sheds &c. and the land on which all these stand, it 
is distinctly a local,— -provincial or state,-— affair ; 

^ also, perhaps, in regard to the traffic coming to 
the railroad, as originating from the peo'ple on 
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industry of particular areas. It is in recognition 
■of these peculiarities of the enterprise, that in some 
federations, notably the Australian Commonwealth, 
the railroads are both a federal as well as a State 
concern. In India, also, there are railv/ays which 
are purely city lines; others which are' district 
enterprises ; and still others v/hich are exclusively 
state concerns of the individual Indian States ; 
while the main lines of traffic going through several 
States and provinces are central concerns exclu- 
sively. The central federal government must ne- 
cessarily be interested in railways, for purposes of 
general co-ordination ; for laying dovn. the govem- 
^ ing principles of policy determining the rates and 
fares, as weU as the alignment of particular lines ; 
and for the polic}-' of general administration, with 
special reference to the contribution of railways in 
the economic development of the country as a 
whole. The multiplicy of purposes that railways 
■serve, and the multiplicity of reasons that enter 
into the original undertaking of the enterprise, are 
seldom recognised sufficiently by the man-in-the- 
street ; and so the number of points at which rail- 
way administration might give rise to inter-statal 
conflict in a federal organisation is not fuUy appre- 
ciated. The medley of social, political and econo- 
mic motives, entering into railwaj^- construction and 
administration, is fully illustrated by the case of 
India, though stress is la.id most commonty on the 
“ commercial ” aspect of the asset as it now stands. 
The fact, however, that there are and have been 
other considerations besides that of commercial 
gain from the railway enterprise justifies the central 
control of aU questions of general policy relating 
to this matter, with a view to secure greater co- 
ordination, and better utilisation. 

■ The mterest of the Indian States, however,, 
arises on grounds peculiar to tins coimtry in a large 
' measure. Unlike the British provinces, they have 
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substantial interest in the working and the success 
of individual railways, whether those for which 
they have themselves advanced capital or stood 
guarantee; or others in which thej^- are interested 
in common w'ith the Government of India, because 
of the line’s passage through their jurisdiction. 
Under specific Treaties made with individual states 
for the purpose, the States have provided the land, 
free of cost, for the construction of the permanent 
way and the necessary appurtenances to the rail- 
roa.d passing through their territory, though owned 
and worked by the Government of India, or by 
Companies working on the latter’s guarantee. They 
have also agreed to sacrifice their Transit Duties 
on goods passing over such a line through their 
territory: and, by the same treaties, they have 
surrendered a degree of jurisdiction over such area 
as the railway property occupies in their states, 
which give rise to a wholly independent set of politi- 
cal • and administrative complications. Moreover 
the}'- provide no inconsiderable proportion of the 
goods and passenger traffic on these lines passing 
through their territories, and so help to sw'ell the 
gross receipts, — and even the net profits,— of this 
enterprise. On their owm exclusive lines, also, 
they are bound by treaties to follow a predeter- 
mined policy in alignment, construction, and work- 
ifig, so as not to m^e too great a contrast or differ- 
ence from similar considerations on the common 
Indian lines. On purely economic or commercial 
grounds, then, the States are interested in ; the 
smooth and profitable working of the railways, to 
which the provinces of British India can show 
little parallel. 

The non-commercial aspect of the railway 
enterprise interests the Indian States, severally 
and collectively, no less; though I do not' propose 
to devote disproportionate space to that aspect in 
these Lectures. The progress ql events in the last 



two generations may have now obscured the origi- 
' nal motives for the construction of the main arteries 
-of communication between the different parts of 
the British Empire in India . But that is no reason 
why the intervening States should overlook even 
to-^y the force of those considerations, in so far 
as their immediate interests are concerned. The 
Commercial aspect is now-a-days the most com- 
monly stressed consideration ; and the States are 
no less concerned in that than British India. But 
the States also remember that, originally, the possi- 
bility of commercial gain from the mam lines of 
communication was remote ; that the British Gov- 
ernment would have had to construct these for 
their own reasons of state, to link up their distant 
seats of power with one another ; that the States 
that stood on the line of march from north to 
south, and east to west, had only to wait and watch 
for railways, — ^and the consequent opening up of 
the country, — to come to them, at the cost, at most, 
of mere acquiescence, or some sacrifice of jurisdic- 
tional authority on the line and its appurtences 
proper situated in the State territory, without 
a pie of the State money having to be invested. 
They have, however, taken a far more active part 
in the enterprise, made a considerable investment' 
of capital, — and all that not entirely for their own 
immediate- interests invariably. 

This is not the place for me to inflict upon you 
an oxitline of railroad economics ; nor can 1 wait to 
consider even a sketch of the Treaties with the 
different States in regard to the Railways. The 
following summary of the States' case will, I trust, 
serve to give you a general idea of the nature and 
variety of the problems of Federal Finance that 
confront financial statesmanship in India in the 
near future 

(1) The several Treaties, though running on similar 
nevertheless embody considerable differences 6i 
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detail inter se. All provided for a grant of land, sacrifice 
of Transit Duties of the State, and concession in 
of jurisdiction on the railway line passing through 
State. The exact nature of the jurisdiction conceded, 
read in conjunction with the saving clauses of the particu- 
lar treaties, varies ; as also the terms and conditions on 
which the return on the capital invested by the States 
in any particular line or the section of a line passing through 
their dominion. The typical clauses in two or three im- 
portant treaties, illustrating this variation, are given in the 
foot — note.* The terms and conditions, moreover, on 
subsidiary or feeder lines to the main lines, constructed 
by or in the State territory exclusively, also difier, not 
entirely because of differences in commercial possibilities 
of particular areas; but also because of the differences in 
the bargaining power of the several states. 


Translation of a Yad from His Highness the Oaihwar to the 

* 

JResident at Baroda, No, 460, dated Mth May, 1856. 

We shall cede the land required for the railway, and the 
full sovereignty of this land will rest exclusively with the Gov- 
ernment of India for railway purposes. 

^ ^ ^ ^ 

Taking this into consideration we write that this business 
^railway) should cause no loss to our revenue in the customs, 
etc., as stated in our Yad of 29th February, No. 232, and we 
beg to receive a reply to this effect. 

* « ^ 


Agreement appertating to the Cession of Criminal Jurisdiction 

over the Bhavanagar Oondal Railway Line, — 1870. 

I hereby cede, on behalf of the Baroda State, to the Gov- 
ernment of India, all criminal jurisdiction possessed by the 
Baroda State in the lands of the Amreli Division, which have 
been permanently assigned and made over by that state for 
the Kathiawar State Railway, this cession of the Criminal 
jurisdiction, aforesaid being exercised by the Government of 
India being restored to the Baroda State when the lands are 
no longer needed for the Railway. . 


(2) In the total receipts frotoa the Indian Raiiways^ 

Memorajidum of terms agreed tq^on beiiceen the British Govern- 
ment and Maharaja Eolkar, 1864. 

Concessions made by Hol- Concessions made by Bei- 

KAB. TiSH Government. 

1. Holkar cedes free of 1. The British Govern- 
any charge all lands required, inent agree to give np to 
specially for the Eailway , its Holkar aU Durbar offenders, 
work, and stations, provided who, having taken refuge with- 
that no lands within Eailway in Eailway limits, may bo 
limits are taken up by any found within such limits ; but 
traders or rent-payers for the if such persons shah, have 
purpose of building shops and passed on and escaped intO' 
carr3dng on trade to the injury British territory, their sur- 
of the interests of the Durbar^ render must depend on the 
by the withholding payments circumstances of the case, and 
of taxes by such parties on the the pleasure of the British 
ground of then residing within Government. 

those limits. And provided 2. Government will not 
also that all buildings, such as hold the Durbar responsible 
godowns, dharmsalas, etc. for offences committed within 
erected outside the Eailw^ay Eailway limits, unless those 
limits shall be entered under offences are traced to subjects 
Durbar Jurisdiction. of the Durbar. 

2. Full Civil and Ociminal 3. Still retaining the right 

Jurisdiction over the lands to exercise its discretion in 
required for the Eailway, its particular cases. Government 
works and bridges, rests en- as a general rule will not object 
tirely with the British Gov- to deliver to Holkar for pu- 
ernment. nishmentDurbar subjects who 

3. Holkar remits all transit may have been convicted and 

duty on the through traffic of sentenced by Government 
the Eailway. officers for offences committed 

Bated the lOih Jammy 1866 within Eailway limits. 

/ 

gc ^ ^ 

Agreement respecting a loan of one crore of rupees (a million 
sterling) offered by His Highness Maharaja Toohojee Baa 
Holkar, GB.SJ., and accepted by the Government of India, 
for the purpose of constructing a Railway from the Great 
Indian Peninsula Railway to Indore, 1870. 

1. The Government of India engages to make a railway 
from some point on the Great India Peninsula Eailway to^ 
Indore, with all convenient speed, and to supply all ’ funds 
nec^mry for its consfeuction and equipment. 
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the Indian States do not get the share they are by popula- 
tion, traffiCjOr even mileage entitled to claim. Tal^g the 
gross receipts of all the Bailways in India at Rs. 110 crores, 
the States feel that they and their people contribute one 


2. The line to be called the Holkar State Railway. 

3. The whole of the arrangements as to construction and 
equipment, as well as management after the line is open, to be 
exclusively in the hands of the Government of India. 

i. The loan to he for 101 years, not transferable, to stand 
' in the name of Maharajah Holkar of Indore, his heirs and 
successors. 

5. The Government of India guarantee to Holkar, his 
heirs and successors, interest on the above at the rate of 4|-% 
per annum payable half-yearly at Indore, with effect from date 
of loan payments in Bombay. 

6. The Government of India further undertakens to pay 
to Holkar, his heirs and successors, a sum equal to half the net 
profits (in excess of 4| per cent, on the capital) on one million 
sterling, or any smaller sum, should the Railway cost less, from 
the earnings of the line between Indore and the Great Indian 
Peninsula Railway, for which a separate capital account and 
revenue account will be kept. 

7. Maharaja Holkar undertakes to give all reasonable 
assistance to the Engineers employed on the Rahway in respect 
to labour, materials, etc., the Railway authorities paying for 

■ the same. 

Indobb P^acei 
TM 2&A Apnl 1870, 

And even in the final confirmation of the Treaty by the 
Viceroy, the Maharajah secures the additional privilege of 
hBYmg his Interest free of Income Tax, 

This agreement was approved and confirmed by His 
Excellency the Viceroy and Governor-General in Council at 
Simla on 25th May 1870. His Excellency in Council also 
agreed that the payment of 4| per cent guaranteed interest 
will be made without deduction from income tax. 

Simla, 10th Angust 1870. 

r. 

Por a similar loan, kowever, tke terms given to the Gwalior 
Durbar are much less advantageous. 



out of every four rupees of such receipts i.e. about 27 crores 
at the least in round terms. Admitting the necessary 
deduction of the proportionate share of working expenses 
(Rs. 18 crores), even though the charges in the States are 
not mvariably as high as in British India : and for a part 
of the Interest on Railway indebtedness, (about 5 crores), 
wMch has often been materially and needlessly, not to say 
unjustifiably,inflated by theGovermnent’e policy of paying 
a 25% bonus on the market value of the stock of each 
Railway Cotnpany at the time of its acquisition by the 
State, there is still a balance, on proportionate basis, of 
nearly 4 crores distributable in the States. In fact 
however, they get nothing from the railway surplus. 

(3) The States, debarred from this direct return, 
can get no consolation from any substantial indirect 
benefits, clearly shown to be due to the advent of the 
railway in their midst. At the time when the railway 
enterprise was new, unfamiliar, unprofitable, the States' 
were told of innumerable indirect advantages accruing 
from the mere fact of the opening of a railway in a territory. 
So far as the Indian States are concerned these advantages 
have proved as hypothetical as ever. To them the 
strate^c value of a railway has no significance. If 
anything, the Railway in their midst exposes them 
to a swifter attack than ever before, if ever a 
State s relations with the paramount power become 
strained. And, as for the benefit to trade and industry, 
the States felt the first and direct consequence in 
the shape of a substantial sacrifice to their treasury 
^ue to the concomitant abolition of the Transit Duties 
without any compensation in cash or kind. The general 
policy jinoreover, in regard to railway rates is so arranged 
as to drain the State of all its potential resources in regard 
to production of new wealth within the State, flooding 
it at the same time with cheap foreign products, agaiiBfe 
which the indigenous article had no chance to’holdjls 
own. The Railway, once it came within the State, br&e 
down thoroughly and for ever its old time self-sufficiency i 
and brought nothing material instead to compensate for 
this change. Trade did develop, in a manner of speaking 
thanks to the railway ; but the trade collectively was such’ 
that economists as well as statesmen cannot but becf»nft 
most apprehensive on those developments. The RaiW 
rates wer^ definitely framed without any consultation 
with the States, so as to favour exports of food-stuffs and 
raw-materials to overseas countries, as well as stimulate 
im^rts of foreign manufactures which put out of the 


market tke domestic competitors. Tkrongh traffic from 
the interior to the ports was, and is, preferentially treatedj 
in spite of clear clauses in the agreements and the specific 
provision in the Railway legislation to the contrary. The 
loss thus engendered was, and is, sought to be made 
good by imposing needless burdens upon the inlandj 
inter-provincial, or interstate trade. In a manner of 
speaking, the whole country suffered grievously from 
this strange perversion of the Railway enterprise. But 
the States have suffered more than in proportion, not 
only because they are generally speaking inland blocks of 
territories, with no effective alternative .to the railway 
monopoly ; but also because, when the awakening did 
come at last upon the country as a whole, the States as 
such had little chance of the benefit being shared, 

(4) Of the other indirect economic advantages; 
besides the opening^p of the country. The States get as 
shadowy a share as in the case already examined. In 
the employment created by the railways, their people get 
little or no share, on the lines of the Government of India, 
as well as on those managed by the companies, the states 
have reserved to themselves no voice, nor share, in the 
patronage or prosperity created by the Railway business, 
and its connnected industries. The absence of a predo- 
minantly Indian personnel in the superior ranks of the 
Railway Service; as also of any noteworthy creation of those 
industries which minister to the railway business generally, 
are felt in British India even more keenly than in the 
States. But the States feel it the more keenly than the 
British Indian people, as the former are still under the im 
pression that they are independent, or at least autonomous 
authorities and governments. The States are conscious of 
having made a sacrifice for which they find no return, and 
‘ little acknowledgement. They don’t even get a return 
m the shape of technical training to their* people. There 
is, indeed, no Railway College or training establishment 

India. Rinally, in regard to the purchase of 
Stores for the Railways, the policy has only recently been 
designed to give preference to Indian made articles suitable 
for the purpose ; and naturally the States are yet a long 
way off from beiag able to participate in such an indirect 
advantage. 

On these considerations, then, are grounded 
the main complaints of the States in respect of the 
E?nilways. They would not min^ their concessions 
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of land and jurisdiction; their sacrifice oftinnsit 
duties, and their own investment of capital in the 
Railway enterprise of the Indian Government, 
could they but assure themselves that they receive 
direct or indirect benefits sufficient to compensate 
them for these. That they get no adequate share 
in the profits is the least of their grievance. It is 
no reply to them convincing to say that railway 
earnings are not the same thing as tax -receipts; 
that if their subjects contribute to, swell these 
earnings, they receive good value for their money 
in the shape of cheap transport service performed 
for them. They recognise, of course, the essential 
difference in the mulcting of their subjects for the 
benefit of the Indian Government in the name of 
the Customs Duties ; and under the excuse of the 
railway rates and fares. But the States still feel 
that in the division of the final surplus of net profits 
from the railways, — after all the working expenses, 
interest dues, reserve and depreciation fund con- 
tributions have been paid, — ^they ought to have 
a share in proportion to their population, which 
the Government of India does not allow them. 
In the last analysis, the profits are due, the .sates 
feel, to the scale of rates and fares fixed at any 
moment ; and as that is settled by the Government 
of India without any reference to the States, and 
as there is a practical monopoly of the transport 
business in the railways, there is an element of 
taxation m the Railway receipts, which, the states 
claim, ought to be shared with them by the Gov- 
ernment of India on some agreed basis. 

The alternative of a right to the States to tax 
the Railway Companies on their earnings within 
the State jurisdiction is unlikely to be conceded by 
the Government of India, and so need not be 
considered in detail ; though the analogy of the 
'. American States, or even of some Indian munici- 
paJities may wiU be cited in sapport of this. 
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Ye another alternative is the capitalisation or 
amortisation of the States’ interest in the railways 
■ofall kinds within, the States, so far at least as the 
Government of India Hnes are concerned. If aU 
the claims of the States are to be bought out, 
however, the process would prove much too costly, 
not to say complicated, for the Indian Government. 
JEven so, the claim of the States to some repre- 
sentation on the Railway Board, and to some voice 
in the moulding of the general railway policy of the 
country, will remain unanswered. 

4 

The economic case of the large-scale canals 
.'for commercial irrigation stands on a totally differ- 
ent footing from that for Railways. I cannot, 
Towever, stop, in this Lecture, to explain to you 
the comparative economics of railways vs. canal 
constniction in India. The history?^ of the income 
from the canals, and that of capital investment, is 
also different from that in regard to the Railways. 
But for this you must consult other works on the 
general subject of Indian Finance and Economics. 
From their veiyr nature, the Irrigation works are 
fixed locally ; and it was probably because of this 
characteristic that, in the constitutional distribution 
of functions between the Central and the Provincial 
Governments of British India, these have been 
assigned to the latter. Inter-statal complications, 
'however, arise in their case also; because more 
than one river flows through British as well as 
■States territory, and so irrigation projects im- 
"avoidably concern the States as well as the British 
provinces in such rivers. Treaties have, therefore, 
liad to be made with the States concerned, both in 
respect of common projects of joint enterprise, aS 
well as in respect of separate projects by the States 
and the Provinces from the same river," in order to 
becure adequate supply of water to each of the 
ripari^ oiraers. In contrast with the Railway 
treaties with the States, in the* Irrigation treaties 
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in regard to common rivers, the British Govern- 
ment have always reserved their sovereign rights 
in the river bed, exacting even seignorage dues in 
many cases for this purpose. The Treaties also 
regulate meticulously the supply of water, the 
maintenance of works, and of the staff, and also 
the leving of rates for the water, or the principles 
for disposing of the land reclaimed for cultivation, 
thanks to the aid of the irrigation works. 

The contention of the States, on a careful 
examination of the position in this behalf, appears 
to be — 

(i) that the policy in respect of the railways 
and the irrigation works, in its bearing upon the 
interstatal rdations, has not been on a par. Irres- 
pective of the basic difference in their respective 
effects on the productivity to the coimtry, the 
States have to conform to the ideals, conventions 
and practices established in British India, regard 
less sometimes of their local conditions. Those 
States, indeed, which have had no origmal resources 
of their own in this regard, cannot but agree to the . 
proposals of the British Government, But to the 
States who have their own claim to the river-water, 
concmrent if not prior to that of the British Gov- 
ernment, caimot be silenced by a mere reference 
to prescriptive right. It may be that many old 
works in the State territories may have fallen into 
disuse owing the period of disorder. But is that 
a good , — a just — reason to bar such States from 
a revivalist programme by a reference to the pre- 
scriptive rights? On the other hand, the charges 
by way of seignorage, slight as they may be, rela- 
tively speaking, are also an unfair exaction consider- 
ing the Railway treaties, and the States generosity 
in that case. ^ The States may fairly claim, there- 
fore, a revision of the basic policy in these respects. 

The ideal here adumberated can be 
achieved only by*holding the water wealth of the 
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country to be the common property of the peoples 
of the land whether hving in the States or in British 
India. Since everybody is equally entitled to a 
share, if geographic and physiographic as well as 
engineering conditions permit the same, no author- 
ity must be permitted to debar others from utilising 
this common property on groimds of prescriptive 
priority, nor to levy a tax as an index of the rights 
of sovereignty. The practice now well established 
to construct such huge works by common contribu- 
tion of capital and operatmg expenses in proportion 
to the benefit received may be maintained. And 
the analogy of the Railway policy may so far be 
followed as to insist on every state, lying along the 
line of march, and capable of receiving the benefit 
from such works if constructed, being not per- 
mitted to refuse to join in the consortium. Even 
the policy of letting out the land so reclaimed, or 
charging the water-rates on such compulsory 
supplies, might so far be assimilated as to attract 
an equal proportion of fresh capital into the agri- 
cultural production 'under each participating Gov- 
ernment. This need not, of course, mean a need- 
less interference in the land revenue pohcy of each 
State or province; but there is an easily recogniable 
margin between needless and undue interference, 
and reasonable regard to the sohdarity of the 
country’s economic development. 

Post Office Receipts. 

The Posts and T elegraphs'make'the last of the 
items, which are in the nature of an income from 
public enterprise, exclusively assigned to the Gov- 
ernment of India. The theory of postal revenues 
in India makes that Department rank as a commer- 
cial concern ; but its accounts do not by any means 
show any substantial profit. Still, the Indian 
Post Office is not meant to be purely or principally 
a service to the people, as is the case in the United 
States of America. Its charges therefore, are not 


282 


framed exclusively with regard to the ability of the 
people to bear them. The postage rates have been 
. substantially increased in India under the post-war 
stress, indicating an affinity to a tax revenue which 
cannot but be condemned. The Indian Post 
Office is also open to criticism in regard to the 
comparative backwardness, or clumsiness, of those 
incidental services, which the corresponding De- 
partment is made to render in much greater profu- 
sion in western countries ; and which would be 
even more appreciated in India than in those 
cotmtries. The Indian Post Office does the goods 
carr5dng business, under the name of Parcels, to 
a needlessly limited extent. It does a baiikmg 
business under heav}.’ restrictions, and confined to 
the transmission of funds from one place to another 
at heavy rates, as well as of keeping Savings Bank 
Accounts under regulations, whose one object 
seems to be to make the service as inaccessible as 
possible. In each of these cases there is so much 
room for improvement ; and there is, besides, so 
much virgin field stiU left to’ be covered by an 
extension of the postal activities, — such as a system 
of rmiversal insurance against most, if not all, ofthe 
contingencies of modem working , lives, — that the 
hope of a substantial profit from this source is not 
utterly chimerical. 

But such as the Post Office is, the full benefit 
of it is not equally shared with the States. The 
Postal service, like the Railways, is a creation of 
the British regime ; and though some States have 
had the daring to institute their own Post Offices, 
the economy of as large a scale of operations in such 
matters as possible cannot be denied. The Treat- 
ies with those States which maintain their own 
postal service, provide for a free exchange of cor- 
respondance between British or other States’ post 
offices, and those of the States with such special 
treaties. The saicie rates of postage to ordinary 
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correspondance, registered or unregistered, parcels 
carriage, and the carriage of value payable articles 
prevail ; and the same Regulations apply to the 
payment of compensation for loss of registered 
articles in the case of four out of the five States 
which even now maintain an - independent^ Post 
Office of their own. But these are all facilities to 
secure the fuller advantages of uniformity in 
administration. They do not and cannot obscure 
the fact that these States, Vi z. Hyderabad, Patiala, 
Jhind, Nabha, Chamba and Gwalior, seem to 
have recognised the value of the Post Office as an 
emblem of autonomy, and, more still, as an 
innocuous and plentiful source of revenue. 

For the States who , have no independen 
Postal Service of their own, the British Post Office 
renders the service of free postage for State cor- 
respondance ; but that ends the tale of the direct 
advantages to the States from the Imperial Indian 
Post Office. The telegraph branch is now merged 
in the Postal service ; but separate conventions for. 
almost ever}^ leading State have been concluded to 
regulate the construction of telegraph lines in the 
State territory, and charging the latter for main- 
tenance, if not initial establishment. The pecuhar- 
ity of a monopoly of public service seems to be 
overlooked by the those who still hold the charges 
on the combined Post and Telegraphs Service in 
India as being merely a fair price for service ren- 
dered. The States, however, feel that their subjects 
have to bear the burden, — so far at any rate as 
these rates may include an element of burden, — 
without their treasury benefiting in any way. The 
mere fact of the monopoly makes this feeling 
inevitable, though there is an obvious quid pro quo 
for the postal service charges. The States also 
realise that the British Indian Po*st Office opens 
branches in State territories for reasons of its own 
profit ; and that from the' profits of the postal 



284 


business, the British Indian Government have built 
up handsome properties in the States, in which 
the latter have no claim. The possibilities of 
further extending the postal activities, in the 
domain of banking and insurance, for example is 
not welcomed universally by the States; partly 
because that aspect has yet to be appreciated by 
them, but partly also because they see only their 
own exclusion from such benefits, as may result 
from these extended activities. 

In those States, again, which maintain their 
own independent Postal Service, the feeling of an 
unfair rivalry between theirs and the British Post 
Office is by no means altogether unknown. On 
lands primarily acquired in these States for Railway 
purposes, the Government of India have erected 
Post Offices, which do a roaring business within 
the technically British territory, but to the immense 
prejudice of the States concerned. The States 
also feel that they are not getting that full freedom 
of interchange on equal terms, which are customary 
between two mutually autonomous countries under 
the Postal Conventions : or which was provided 
for in the special Treaties they have themselves 
concluded in that behalf. The States, in fact, 
feel that whether or not they have an independent 
postal service of their own, they must accommodate 
themselves to the requirements of the system laid 
down by the paramount power, and have no right 
to develop independent postal policies or activities 
off their own bat, even though the specific treaties 
in that behalf contemplate nothing but the usual 
equality of treatment as between two independent 
States. Altogether, the postal services, and other 
activities carried on through that Department, 
to ^ve perfect federal satisfaction, must be more 
equitably distributed, — not necessarily in the sense 
of^sharing the monetary profit in some agreed pro - 
psfetions,* but so tha| the rendering of the service 
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may leave nothing to be desired. This service 
must, of course, be centralised; as also its pecu- 
niarv profits or losses; and the existing Treaties 
with particular States must be modified in so far 
as they stand in the way of such a consummation. ■ 

I ghall consider the Mint and Currency receipts 
of the Government of India, when discussing the 
bearing of the Monetary system as a whole on the 
national economy of India in the concluding 
Lecture. 

• The Indian States Expenditure, and the Cost 

of National Defence. 

I have so far been discussing the Revenue 
aspect of the Indian States finances ; not because 
I am xmaware of the decisive influence of Expendi- 
ture in all matters of public economy, but because 
I want the more fuUy to emphasise the place of 
public expenditure in shaping the national economy. 
The Indian States financiers may be backward in 
their grasp of the scientific principles of public 
finance. But they cannot help realising that the 
limits so rigidly set upon their activities or ambi- 
tions by restrictions on their revenue resources, in 
these diverse ways, must inevitably circumscribe 
their abfiity to spend usefully for their people and 
their territory. The theoretical writer on Public 
Finance makes it a remarkable point of distinction 
between public and private finance, that whereas 
in the latter the Hmit of activity is rigidly fixed by 
income, in the former the deciding factor is expendi- 
ture. Income must be made to conform to indis- 
pensable expenditure. The theory, however, of 
elasticity of resources in public economy is true, 
with limitations, only in respect of perfectly inde- 
pendent States. And hence the blame often laid at 
the door of the Indian States, for their lack of pro - 
ductive or beneficial public expenditure, overlooks 
this most important limitation of thS States' 
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finances. Speaking generally, public expenditure 
in the Indian States is rather ministerial than 
beneficial. But there are States in India, whose 
expenditure per capita on such useful items as 
Public Instruction, or material development, com- 
pares most favourably with even the most prosper- 
ous British provinces.* Despite the seeming dead- 
weight of the Palace charges in almost every State ; 
despite the still persisting uncertainty in regard to 
the proportion or amount of the Princes’ Civil 
List in many States; the bulk of the public expendi- 
ture in the States can shov/, I venture to suggest, 
as good value received for every rupee spent as in 
many parts of British India, and far more so than 
iu: the case of the Government of India’s own 
spending. And if, in particular cases, practice 
differs remarkably from such principles or profes- 
sions as these, the remedy lies, I suggest, in setting ‘ 
np- an authority, strong enough to check such 
variations, rather than in merely abusing the 
States for their defective financing collectively. 
In so far as the elementary principles of public 
■economy have yet to be tmderstood by many 
n. State finance minister, the room for such improve- 
ment may be even more considerable than an outf 
side critic may feel himself justified in consfidently 
asserting. But, even after allowing for this margin, 
the fact cannot be denied to-day, that the scope of 
public activities and services is unduly restricted 
in the States, as things stand, for no great fault of 
their own alone ; and that, if all parts of the Indian 
Jederation are to develop equally and simultaneous- 
ly, the redistribution of resources as well as obliga- 
tions would have to be attempted on a more scienti- 
fic basis than has been done so far. All the sug- 
gestions for refund or compensation to the States 

* Cp. Table on 228-31. The Ni?am spends nearly a 
'sMUing per head, while Mjsore spend 16d po head of 
jK^wlaiaon, as against the British Government’s 6d per head 
Education. . 



on the several grounds considered already, liave,o i 
course, been made by me on the assumption: that 
the States would employ the increment in their 
revenue resources thus provided productively for 
their territories, or beneficially for their people. If 
institutions or guarantees are lacking effictively to 
assure the minimum requirement for any such 
reconsideration of financial resources as I have 
indicated, steps must be taken forthwith and 
unambiguonsly to provide them, so as to 
avoid any possibility of an abuse of these in- 
creased resources. In this matter, the States or 
the Princes should not, in my judgment , be suffered 
'to plead their treaty rights, or theoretical indepen- 
dence to excuse them from compliance with a 
standard minimum of service to the people. 
Judging, however, from the resolutions of the 
Princes’ Chamber at its last sessions, I do not think 
there is much ground for anxiety on this sosre. 

Against the main contention of the States that 
their revenue resources are unduly restricted by the 
policy of the Government of India, the Govern- 
ment of India generally reply that, if they take a dis- 
proportionate share of certain revenues, they also 
shoulder exclusively the entire cost of the military 
defence of the country. It is, of course, nothing 
unusual for the federal government to shoulder 
exclusively the task of national defence ; and so, 
even if the contention of the Government of India 
is strictly true in this behalf, they do little more 
than what is the common practice in all federations. 
As a matter of fact, however, the statement is not 
true that the Indian States take no share in the cost 
of the country's defence. It is well understood, 
in quarters responsible for the purpose, that, of the 
total army in India, a certain proportion is for 
purely defensive purposes, or rather for internal 
security, the remainder being a margin for more 
aggressive tactics, if necessary^ What tliis pro- 


portion is precisely may not be commonly known ; 
but judging from the total cost to the Indian Gov- 
emrnent, — say_ Rs. 55 crores per annum for a 
defence provision of all arms ; and assuming four- 
fifths of this to be for purely internal security 
purposes, the cost thereof is Rs. 44 crores to the 
Indian Government. The Indian States, or the 
most considerable of them, maintain, and are by 
Treaties bound to maintain, a certain military 
strength of their own, which, to that extent, acts as 
so much automatic contribution for the mainten- 
ance of internal security, and the provision >of 
national defence. The fighting value of these 
Indian States armies may, on modem standards of 
European warfare, be relatively inferior. But if 
that criticism is well founded in fact, the blame lies 
rather on the shoulders of the British Government, 
and their Treaty provisions in that behalf, which 
have aimed at rendering any military forces enter- 
tained by the Indian States to be practically in- 
effective as a weapon of offence against the British 
Army in India. And, on the other ha^, many 
competent authorities consider the British Indian 
defence provision to be tmduly costly, because it 
is founded on consideration of European rather 
than of any likely Indian frontier warfare. To 
the States, however, such troops as they still con- 
tinue, and are allowed by Treaties, to entertain, 
cost substantial sums; even though the only use 
they make of such troops is ceremonial rather than 
for effective fighting. The States have an aggre- 
gate military strength of some 50,000 troops in their 
own armies, against the effective fighting strength 
of the British Government’s standing army of 
about 230,000 men of all ranks. This is more than 
a fifth of the total British strength, including both 
the troops for internal security, and those for • 
,^©tice as well as aggression on or beyond the 
;pntieiv In proportion to their population as w^ 

this is by no means a defective contribu- 
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tion by the States. We cannot say precisely the 
total amount spent on these troops by the States 
collectively ; but the rate of spending is necessarily 
more economical in the States than in the British 
army, with its standards of European competition, 
and its considerable proportion of non-Indian and 
disproportionately costly personnel. Moreover, 
though the States maintain these troops primarily 
for their own defence, they also act for the States 
as a kind of insurance against too sudden and too 
heavy demands upon them in the cause of -Imperial 
Defeiice. In the last World -War, the Indian 
States contributed freely in men and money and 
material, the full pecuniary value of which it is 
impossible to assess exactly, even though the War 
had no immediate interest or concern for them. 
The lowest computation would value this contribu- 
tion at over 20 crores of rupees, equivalent to an 
annual charge of i crore in interest, which, again, 
does not compare unfavourably with that of 
British India. 

Besides the States troops proper, there are 
Imperial Service Troops maintained by the Indian 
States, definitely for service in Imperial wars. 
These aggregate some 32,000, and cost the States 
rouglfly 5 crores or more per annum. Together 
with the cost of their ovm troops, not less than 
another 5 crores; and the Tributes paid by the 
several States, — historical lemnants of a vanished 
past, — the aggregate money contribution of the 
Indian States, regularly made every year, cannot 
be much short ot 11 crores. Against 44 crores 
spent on the same object by the Indian Govern- 
ment, this is not a disproportionately small con- 
tribution by the States, considering their popula- 
tion and wealth, considering stiU more thier real 
interests at stake in Imperial quarrels, in which 
they have never hesitated to make their best 
contribution, not\\uthstandin» the fact that 
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the strict letter of the Treaties might not bind 
them to do so. 

In addition to all these, mention must be also 
made of the very considerable cessions of territory 
made by the several States, expressly to provide 
for the military strength required by or for their 
defence. In many cases even now these territories 
are known as Ceded Districts, or Assigned Terri- 
tories. The revenues from these would, in the 
aggregate, more than suffice to make up for a just’ 
contribution from the States towards the cost of 
the national defence. It is arguable, indeed, that 
these revenues would not have been what they are 
to-day under British administration, had the dis- 
tricts in question remained under the relatively 
backward Indian States rule ; though, of course, 
the States would feel themselves in duty bound to 
repudiate such a proposition. But even granting 
that proposition, the original revenue from these 
assigned tracts, with the same expansion as in the 
remaining revenues of the States, would more than 
make up, I beheve, the just proportion that may be 
legitimately expected froih the States towards the 
cost of our national defence. 

Finally, the personal factor involved in this 
question must also not be overlooked. The States 
feel very acutely the fact that, while they may at 
any moment be called upon to contribute to the 
best of their ability in fighting British Imperial 
quarrels, in or outside India, they, — ^the States, — 
have absolutely no share in shaping the foreign 
policy of this country, on which hangs so much the 
problem of the cost of national defence. Unless 
and until, therefore, some kind of a machinery 
for common consultation and joint action is 
evolved to determine the line of policy in 
this regard, fhe States cannot but feel a 
Standing grievance against the prevailing 
j^cy *01 Imperial Defence, with an 
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imminent menace of active fighting. The task of 
the national defence of India on ail frontiers, by 
land or on the seaward side, being a British mono- 
poly, the latter have so ordained the recruitment 
and equipment of the military and naval or air 
forces, that the States get less than their fair share 
of such work in the common defence of the coun- 
try. The martial spirits among the Indian peoples 
are found, in the greatest proportion, in these survi- 
vals of India’s ancient military renown. But the 
British Indian Government would not, for obvious 
reasons, recruit its forces from these sources ; and 
s^to the States is wrought a double injury, first, 
in finding on their hands a considerable proportion 
of unemployment in those classes of thsir people, 
which cannot find congenial emplo3nnent outside 
the military forces; and, secondly, because of the 
consequent difficulty in co-operating with the 
British forces m time of danger, since their bases 
of organisation etc. are so different. The ques- 
tions, therefore, pertaining to the Foreign Rela- 
tions of the coxmtry as a whole, and those concern- 
ing the recruitment, organisation, equipment and 
disposition of the military forces of the Govern- 
ment in India must be decided, in principle at 
least, by common consent in the joint councils of 
^e Federation, if the fullest possible co-operation 
is to be received from the Indian States towards 
om national needs for defence. Personally, I am 
by no means satisfied that the present-day principles 
of army organisation, ' disposition, equipment and 
recruitment, even for British India, are, financially 
as well as militarily, the most effective as well as 
the most economical that we can devise. It may 
quite possibly be, that the principle of separate local 
militias, for the States as well as the Provinces, may 
have to be evolved for the greater . security and 
better defence of the country. I see germs of that 
idea in our several University Training Corps, 
which may well be the forerunners of more effective 
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local militia, and greater or more abundant reserves 
than India can command to-day. But however 
that may be, I think it absolutely indispensable, if 
the federal government in India desires a proper 
contribution towards the cost of the national de- 
fence from each constituent element, to have a 
common federal council, in which every part of the 
Federation should be adequately represented, to 
determine the basic policy in these matters, before, 
we can justly demand proportionate contributions; 
and, in the meanwhile, the Indian States take, in 
my opinion, more than their fair share of this 
particular part of our national burdens. 

As regards the other branches of the public 
expenditure in the Indian States, the irresistible 
force of imitation has compelled them to introduce 
terms and conditions of service in their govern- 
ments, which cannot but add disproportionately 
to the cost of administration. The States could 
render to their subjects the same, if not a better, 
degree of administrative service, at a much lower 
cost, if the constant example of the far more costly 
British system was not before them to demoralise 
their public service. Every time a State takes on 
loan the services of a British Indian officer, — ^and 
such loans are very frequent— the pay &c. of such a 
borrowed officer are inevitably on the British 
Indian scale ; which cannot but react on the ideas 
of the States officials as well, and so raise the cost of 
their administration. New departments of ad- 
ministration have, likewise, been added in the 
States, more often from reasons of imitation than 
because the States have fuUy realised the utility of 
•such departments, also to the considerable increase 
of the cost of administration. The States do no 
complain much on this score; though it is quite 
different story as regards their peoples, who have to 
bear these uncompensated burdens. But what the 
State |ovemments as weU as people particularly 
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resent is the fact that in the common, objects of 
public expenditure in India, the States subjets are 
treated invidiously by the British authorities. 
Take the case of a University in a British Indian 
province. The States can understand that the 
special advantages attached to this activity may be 
confined to the British Indian citizens, e. g. in res- 
pect of public scholarships, or recruitment for gov- 
ernment service from the ranks of these University 
graduates. But what they cannot understand, and 
will not excuse, is the tendency in some British 
Indian Universities to exclude students from the 
Indian States on one or- another pretext, or even 
to refuse to affiliate colleges in the States territo- 
ries, as they had hitherto been doing. Individual 
States are not always rich or enlightened enough 
to maintain Universities of their own, like 
Mysore, Hyderabad, or Travancore; and co- 
operative action among a group of States on matters 
like this, though sure to be developed in the near 
future, is for the present very much handicapped 
by the diplomatic precedents and usages, — not to 
say pubhe Treaties or personal prejudices. 

Under the circumstances, the only result of 
such exclusiveness .on the part of the British 
governments is to engender a feeling of just 
resentment in the States, Vi z. that while British 
India is most anxious to secure every possible 
advantage for itself from the States, it is by no 
means equally considerate in return. This bodes 
iU for a sound and successful federation in the 
near future. 

Further analysis of the details of public ex- 
penditure in the Indian States, either absolutely by 
themselves, or even by way of comparison, con- 
trast or correlation and constructive suggestion, 
would be outside the scope of these Lectures, even 
if the project was not already fop beyound your 
patience and indulgence to me for this very lengthy 
Lecture. 



LECTURE VI. 


FINANCIAL ORGANISATION AND AUDIT, 
NATIONAL DEVELOPMENT AND 
RECONSTRUCTION. 

I propose in this Lecture to consider briefly 
certain topics, intimately connected with the fin- 
ancial administration of a country hke ours, which, 
have a peculiar importance in a federal organisa- 
tion. You are not to look upon these as the odds 
and ends of the subject, which could not conveni- 
ently he brought up under the more outstanding 
and natural divisions of the subject ; and have 
therefore to be run over in a concluding and 
summarising Lecture. But perhaps it would be 
best to leave you to judge for yourselves as to^ 
the relevancy and importance of these matters, 
when you have seen their outlines I am going to- 
place before you. 

The public finances of any country, unitary 
or federal, have a most vital bearing on the general 
economic development of that country. It is not 
merely that proper financing for a great natiou 
demands the most scrupulous lay-out of the public 
monies, so collected from the citizens as to make 
their contributions the least • burdensome to the 
contributories ; and so laid out as to make every 
ounce of public w^lth yield the utmost service 
or profit that could possibly be obtained from it. 
More important than this, though perhaps much 
; less obvious, is the aspect of public finance, which 
^ ministers to the increase of the national 

prosperity and welfare, as much by rendering the 
pl^tiful services to the community, as by 
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■developing its resources, and securing its material 
as well as moral interests. The mere raising of 
adequate revenues, or their proper spending, is a 
fraction of the task comprised in this aspect of 
public finance ; there are connections and ramifica- 
tions of these activities and outlay, which serve 
the economic interests of the people concerned 
in diverse ways invisible to the uninitiated or the 
superficial ; but they are not for that reason the less 
to be considered and attended to by the public 
financier, who would not have the good he seeks 
do do in devising sources of revenue and their 
layout undone by these unseen but not ineffective 
forces. 

The most considerable of these hidden springs 
-of financial machinery is that comprised in the 
Currency System of the country, reaching out by 
its tantacles upon the credit organisation of the 
community, and affecting therethrough most 
vitally the entire mechanism for economic develop - 
•ment. The problem in India is complicated for 
reasons of our monetary history, into the details 
-of which it is inexpedient to go in this Lecture. 
Suffice it to note that the problem is created be- 
cause of the Indian States’ demand for a share or 
consideration in : (i) the profits on metallic coinage, 
that, under the existing monetary system of India, 
used, until very recently, to amount to considera- 
ble proportions; (2) receipts of the Government of 
India, under the head Interest, which is the result 
■of the Interest on the Securities held in the several 
Currency Reserves ; (3) a fair treatment in respect 
of currency manipulation, or control, reaching' on 
the credit system of the country as a whole, to the 
interests of the States; and (4) an adequate repre- 
sentation of and consideration tq the States in 
-such institutions as, — like the proposed Reserve 
-Bank, or the existing Imperial Banlc of India, — are 
old off to work this mechanism, 
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(i) In considering this fourfold problem a. 
little more in details, it must be premised that the' 
problem affects only the States in relation to the 
Government of India, and does not concern the 
British Provinces materially. For the control of 
the currency and credit system, through the mono- 
poly of the monetary mechanism, is much too 
commonly recognised as the function of the federal 
government to be questioned by the Provinces, 
that make up that Federation. It is conceivable 
that the actual manipulation of this mechanism; 
may give rise to discontent as between provinces,, 
because the economic development and interests 
of the several provinces may not be identical. But 
the remedy for such apprehensions lies in the 
influence such provinces can wield in the central 
legislature, which controls and formulates the- 
basic policy in regard to this mechanism. Most 
constituent units in a federation would, as they 
ought to, be content with this answer. Buf 
the case of the Indian States, is radically different. 
Whatever the fact of the Indian pohtic^ organisa^- 
tion, the fiction has consistently been maintained, 
in this country, that the States are independent; 
imits, with full sovereignty at least for internal 
administration purposes. And, of the emblems 
of this sovereignty, none has been prized so much 
as the right to have their own monetaiy system.,. 
The existence, however, of a number of different, 
monetary systems in a country cannot but affect, 
most prejudiously the internal trade of the country, 
and the movement therein of capital emd labour- 
from one part to another. By Treaty and persua- 
sion, if, not also by a certain amount of indirect., 
compulsion, a majority of the States have been, 
made to see the futility of maintaining their own, 
separate mints' comage, and currency systems in 
|[etteral. The vicissitude^ of the Indian Currency" 
^^em, Ja6wever, after 1893, — ^when the free coin^ 

of the standaf d^Silver rupee of India was stoppedi 

m '■ *( , 
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by the Government of India at their mints,--have 
been so great, that the arguments and considera- 
tions, which must have governed the States con- 
senting to discontinue their separate currency 
systems at the time, must have been very appreciab- 
ly modified by now. No thought of a profit from 
rupee coinage was entertained in 1893, or even 
in 1899 — at least in so far as such a profit were to 
be regarded as ordinary revenue of the Imperial 
Government. Hence the States consenting to a 
centralised mint and coinage might well argue, that 
they gave their consent to achieve a common con- 
venience, and not to procure an exclusive source 
of revenue for the Government of India. And 
now that this privilege has become a source of ordi- 
nary, handsome revenue, tfiese same States might 
well ask for a proportionate share in these profits, 
if, as I hold, they would not be suffered so far to 
undo the trend of recent developments as to de- 
nounce these Treaties and restart their separate 
mints. Not all the States have, even now, sur- 
rendered, it may be mentioned, their right to a 
separate mint and coinage as weU as currency 
system. The example of the Nizam’s Govern- 
ment, — ^the most considerable in the land after the 
British Government, — is not lost on the smaller 
States in this behalf. In 1893, the British Gov- 
ernment were most anxious to prevent any addition 
to the rupee stocks of the land, which would stultify 
their policy of bringing about an appreciation of the 
purchasing power and exchange value of the Rupee, 
by the simple method of creating a scarcity. They 
were at pains, therefore, to induce the States, with a 
separate monetary system of their own, to forego 
that right. In the years that followed, the policy 
adopted in 1893 began to shape so as to bring to 
the Government of India very heavy profits as the 
result of their coinage monopoly, and thanks to the 
complete divorce in the price of the rupee as a bit 
of silver, and as the standard coin of the Indian 
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Empire. These profits were, at first, set aside to 
form a Reserve, — ^the so-called Gold Standard 
Reserve of later fame, — intended officially to facili- 
tate the introduction of a working Gold Standard 
in India, when the Government of India felt them- 
selves to be ready for the change. But the process 
of accumulating vast amounts of liquid capital in 
this way was so simple, and the temptation it 
offered so irresistible, that the Government of 
India insensibly rmderwent a change of views with 
reference to this special fund, till they even came 
to overlook the raison d’etre which brought it 
about. The States, who had, under Treaties, to 
seek their own supplies of the current coin at the 
British India Mint, did not realise all at once that 
every time they or their sub j ects required additional 
rupees into circulation, they paid a heavy indirect 
tax to the British treasury, or rather helped to 
swell the Gold Standard Reserve. Much less 
could they realise that,in the near future after 
1899, the number and occasion for coining addi- 
tional rupees will be decided upon exclusively with 
reference to British Indian needs, being at the 
absolute mercy of the Government of India. . E^ w 
could the majority of the States realise in trose 
days that the power to control and manipulate The 
volume of currency in a coimtry, as also to main- 
tain by administrative action the exchange value 
of its standard coin, is a mighty weapon to influ- 
ence the entire economic organisation of the coun- 
try, and the conditions of its welfare ? By con- 
tracting or expanding the volume of the legal 
tender in the country, the authority which exercised 
that power exclusively could mould the general 
price-level almost entirely as it liked. And the 
minor consequences, — ^at least they seemed to be 
minor in the p.erspective of those days, — of the 
i^Cneral pohcy in this behalf^ — suchas the help these 
i^g&iimulations rendered to the public credit of the 
-.^^iganroient of In^ia, the seryice they did in 
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iacilitating the yearly borrowing programme of 
that body, and often supplied bodily the funds re- 
quired; and the direct benefit it yielded in the 
shape of interest on the invested portion of the 
accumulation, — ^all these were hardly even perceiv- 
ed. 

(2) The European War of 1914-18 has, how- 
ever, _ served to focus the attention of the States to 
dhis matter in a manner that hardly any other 
single factor could do. The Government of India 
were, after two years of the War and its artificial 
conditions, iinable to maintain the bargam they 
had tacitly made with the Indian commercial 
world to supply unlimited rupees at a fixed ratio 
with gold. They tried to coin as long as they could 
-obtain silver on profitable terms ; but the War 
bad completely revolutionised the silver market, 
nnd destroyed the profit of the Government of 
India on silver coinage. They then had recourse 
to inflating their paper-money. This, however, 
brought a heavy rise in prices, without assuring 
:an3d:hing like a parity of exchange for the rupee; 
and even brought the Government of India on the 
verge of inconvertibility, which the orthodox 
financier regards as only one degree less heinous 
than absolute bankruptcy. They were thus driven 
to disown the bargain, and reconsider the position 
•of the rupee and its ratio in exchange, absolutely 
de novo. Into the details of these changes, it is 
imnecessary to go in this Lecture. The point, 
however, to be noticed at this stage, is, that by this 
time the States had realised their plight sufficiently 
to make insistent demands on the following particu- 
lars : — 

(a) The Gold Standard Fund, amounting to ^^40 
jnillion, and inade up out of the profits of rupee coinage, 
in which the States have had their contribution as much as 
the British Indian people, ought to belong in a fair pro- 
portion to the States, and for the rest to British India. 
The Government of the latter hav;^, however, ti^ated this 
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Fund, not as reserve or trust money, as originally intend- 
ed ; but'as their exclusive property, to he utilised as and 
how they needed. The Fund has been invested, almost 
entirely in sterling securities, which are taken to be equi- 
valent to gold for all practical purposes. It is not so very 
long ago, however, that sterling money had ceased to bethe* 
same thing in practice as gold. But overlooking that point, 
the question still remains as regards the disposal of the 
Interest from these investments. ^That interest now-a-days 
amounts to some 2 . 7 crores. If the States have contribut- 
ed per capita as much as the British Indian people, — ^the 
States’ need for metallic currency was,;as a matter of fact,, 
much greater all through this period, owing to the more 
backward condition of banking in those parts, — ^they 
ought collectively to be entitled to a fourth, at least, of 
this Interest. And their right to a proportionate share in. 
the capital value of the Reserve shordd, in fairness, be 
similarly acknowledged, together with the assurance that 
the disposition of the Fund will not be made, except after 
previous consultation with the States. 

(h) The more considerable factor in the Indian 
currency system to-day is the paper money, issued by the 
Government of India as an exclusive monopoly. A por- 
tion of the paper money so issued is covered by a metallic- 
reserve ; but another, and no less considerable portion, is* 
covered by securities, mainly of the Government of India- 
As in the case of the Gold Standard Reserve, so in this 
case of the Paper Currency Reserve, the StateSw^igh1> 
fairly urge, that the present volume of paper money in use 
has come to be, what it is, because their people, aloi^ 
with those of British India, have consented to use this 
substitute or representative money ; which thus enables 
the Indian Government to make investments, or obtain 
handsome returns by way of Interest. The total income 
shown under the head of Mint and Currency, in the Gov- 
ernment of India’s Budget, is about 2.5 crores, made up 
partly of the balance on exchange transactions, and, for 
the rest, of this Interest on the securities in the Paper 
Currency Reserve. The States feel they are entitled to a 
^TO rata share in this income of the Government of India 
taken by the latter as ordinary revenue. 

The capital of the Fund in this case is on a slightljr 
different footing from that of the Gold Standard Reserve- 
Fund. In the case of the latter, the States, like the people, 
of India, might well ask if the figure now shown as making; 
up the total capital of that Fund, is the real amount ao j. 
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cutiQiiil^ted by the peoplo of India, mKi bbc coinago of 
rupees tnade by the Government of India, since 1900, 
That coinage has been estimated, at a inodest computa- 
tion, to aggregate more man Rs. 300 crores ; and, given an 
average profit of 30%, — ^by no means a preposterous- 
figure, — ^the total of the fund ought to bo nearer 90 crores 
than the fifty odd crores now accounted for under that 
head. What has become of the balance ? But perhaps 
it would rake up too many distressing taemories to probe 
deep into this matter. We shall, therefore, pass over it, 
with just this remark : that whatever the fate of this 
Reserve, it ought to be a warning to the people of India ; 
that anyhow the capital of the Paper Currency Reserve, 
in the fiduciary portion, is still mostly in India ; and that 
the fair claim of the States should be Urcknowledged by 
a pro rata refund of the interest earned on the fiduciary 
portion of the Reserve. 

(c) In general, also, the States cannot but have- 
suffered by these repeated changes in the standard of 
currency, — ^the changes being all made by the Government 
of India alone^ and for their own reasons. The States, 
however, are interested, as producers of raw material 
mostly ; and hence they cannot huthave felt the successive 
rises in the exchange value of the standard of currency in 
India to be to their material disadvantage. They have, 
however, not complained on this account ; hut that does 
not mean that their poiut of view, and their interests in 
this connection, ought not to receive any attention hy the 
powers that he, in the future. 

{d) The States, finally, are interested, like any other • 
party, in these currency changes, as debtors and creditors. 

„ Any artificial appreciation of the standard of payments 
must benefit the receiver ; and any depreciation, the debt- 
or. In so far as the States are predominantly debtors, tho^^ 
recent, currency changes cannot hut have affected them 
prejudicially ! Even if we should not cry over spilt milk, 
we must not ignore the need for precautions against a re- 
petition of such events in the future. Por the develop- 
ment of a deep, sound, abiding, federal sentiment, these 
are matters which camiot receive too careful an attention^. 

(3) I have already indicated the connection 
of the monetary and currency sy stern with the larger* 
question of economic prosperity. The power to»' 
expand or contract the currency?' must, in a countty 
like India, affect very materially „ the nrargin of 
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liciuid capital available at any time in the country 
Tha^s to the policy they have hitherto followed 
the Government of India have been obliged un' 
consciously, to contract or deflate the volume of 
currency,— or at least to prevent its expansion to 
the pomt that the legitimate demands of expandine- 
trade and industry would have carried it, in the ab- 
^nce of the intervention of the Government 
How much harm they have wrought to the economic 
development of this country by this policy, it is 
impossible to estimate. But whatever that damag’e 
the people and regions in the Indian States have 
suttered as much as those in British India. If this 
^nering and loss are to be avoided in the future 
It IS, indeed, not necessary that the function of 
cu^ency and credit control should be decentral- 
ised, or that the Government of India be divested 
OT.it. No other government could be charged with 
tois truly national function . But, precisely because 
the function is so distinctly national, and has such 
3-n bearing on the prosperity of the country 

as a whole, the responsibility will lie doubly on 

steps without first assuring 
Itself, beyond the possibility of a d.oubt, thaf-ia the 
measures it proposes to take, — in the manipulation 
it pfiakes of the volume of currency, — ^the fair 
claims of all the constituent parts of the federation 
are duly taken into account, and their legitimate 
interests duly safeguarded. 


Apart from this influence of the currency and 
monetary policy upon it, the general question of 
the economic development of the country, from a 
much wider standpoint, also leaves much to be 
desired, fmm the point of view of the States. They 
• do.,, participate, in a manner of speaking, in many 
'Of the benefits^that result from the British Indian 
ptojects of material development of the country, 

people. The country, despite 
r^dy an economic unity and integrify. 
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fundamentally speaking ; and so it is inevitable- 
that, from measures of material utility, all parts- 
of it benefit in one wa]/ or another. What, however, 
the States feel, as a grievance is, that in the planning 
of these projects of general material development, 
as well as in their subsequent administration, the 
interests and requirements of the States’ territories 
and peoples are neither primarily, nor even simul- 
taneously, considered. That, they urge, is not as- 
things should be in a proper federation, in which 
the aim of the Central Government ought con- 
stantly to be to minister as much as possible to the 
needs of all parts of the federation simultaneously 
and equally. I have alread.y mentioned individual 
cases of public expenditure in British India, in 
which, though the States people are unavoidably 
involved, the benefit to them is indirect, and. 
almost grudging. In the more general question of 
supplying capital, let us say, for hastening the march 
of economic development, the States are handi- 
capped muchmore than seems to have become appa- 
rent even to them. By bitter experience in the past,, 
the British Government of India have learnt the 
lesson,_which inspires that clause in the Government 
of India Act, that forbids any European British 
subject to lend money to the Indian States without 
the previous sanction,— is it also the consent ?— of 
the Indian Government. *The Government of 
India acts, now-a-days, as the common borrower 
for all the British governments in the country. 
But the capital needs of the States are never con- 
sidered by that body, though the States have as 
many opportunities of profitable and productive 
investment of capital as British India, taken collec- 
tively. The States have a relatively poorer credit, 
at least in individual cases ■ and so, if and when 
they resort to the open market for borrowing for 
productive purposes in their territories, they are 
forced to grant far more o nerous terms to the lender 

* Cp. S. 125 of the Government o5 India Act of .1915. 
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than the British Government of India habitually 
grants. If the Central Government acted the 
banker or the financier for the States, as much as it 
does to-day for the Provinces; and loaned them the 
capital required under terms and conditions that 
may be agreed upon, generally as well as particu- 
larly, in common conference, the march of the 
country’s economic development would be very 
much accelerated. That, in its turn, will react most 
beneficially upon the public finance of each part of 
the federation, either by avoiding the necessity of 
additional taxation to the extent of the profits 
derived from such works ; or at least by increasing 
or improving the taxable capacity of the people. 
This aspect of the case is, however, hardly yet 
I'ealised by the financiers in British India, or the 
States ; and, for my part, I see no way of having_ it 
fully realised and given effect to, except by drawing 
closer the liens of the federal sentiment Even 
in the more obvious case of the Fiscal Policy, the 
States have good reason to feel that their interests 
and requirements in such matters are seldom cons- 
ciously considered and given effect to by whatey^ 
measures the Government of India adopt_ in sUdh 
matters. If the States do get a benefit, it is un- 
expected and unintended. If they suffer a wrong 
or a loss, it is seldom considered. If they ^eer- 
fully bear the sacrifice— knowing it to be such, in- 
volved in a protectionist tariff schedule, ^that is not 
counted as a credit unto them ; and if they protest 
against the injury, or demand a qmd pro they 
are treated with contempt, if not with fierce rdaha- 
tion. This is not a happy ground for the seed ot a 

federation to blossom in. 


(4) The last group of the demands by the 
Indian States has both an 

constitutional importance. The J^dian SM^ 
have so far been allowed no voice whatsoever^jje 
ynanipnlatio ns of the basic policy governi . 
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xency, and through it, the credit system and capital 
supply. The institutions which have operated this 
mechanism in British India, under or independ- 
ently of the Government of India, have hitherto 
•considered the British Indian interests exclusively, 
•without a thought to the interests and requirements 
■of the Indian States, their governments, or their 
industry. The laws or conventions which regulate 
the work of Banks in India, — i.e. of • institutions 
specially devoted to the business of financing trade 
as well as industry in general, — ^have made it im- 
possible for the Indian States "to derive any benefit 
from these institutions, even in the case of a public, 
governmental, Bank. The principal banks in India 
are classified, usually, into four, main groups : Viz. 
the Imperial Bank of India, — a semi-state bank in 
its constitution and working, acting chiefly as the 
Government Bank, and deriving through that con- 
nection a prestige which easily makes of it the most 
convenient Bankers’ Bank ; the Exchange Banks, — r 
mostly of non-Indian origin, doiiig particularly the 
foreign exchange business, and secured in their 
position, directly or indirectly, by legal provision 
and conventional understanding, which grant them 
a practical monopoly of this business ; the Indian 
Joint Stock Banks, mainly under Indian ownership 
and contrdl, bxit not always Indian management 
,as wen, doing chiefly the ordinary banking business 
for the Indian commercial world in the chief 
centres of business ; and, lastly, the private Indian 
financier, known as ^hrojf, who has always done this 
kind of business from time immemorial. Not one 
of these banks or banking houses have any direct 
interest or concern with the Indian States ; and 
-much less is any of them particularly interested in 
the intensive economic development of the Indian 
States territory. The separates States’ Banks, like 
those of Baroda or Mysore, working each in its own 
territory, do not get the support of the country’s 
banking and credit organisation in general; and 
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hence are handicapped seriously n their work 
from the start. The opportunities for profitable 
capital investment and economic development are 
not a whit less plentiful and promising in the 
States, than they have already proved to be in 
British India. But the States are lacking most 
wofully in a sufficient supply of industrial capital, 
without which, of course, there can be no hope of 
their development. When the Government of 
India desired to develop Railways to improve trade; 
or Irrigation works to improve agricultural produc- 
tion, they found the necessary capital by pledging 
their own credit. And though that credit is now-a- 
days at the disposal of any provincial government 
in British India, the States can have no hope of 
enjoying a like facility. The Indian Government's 
credit is greatly fortified by their control of the 
mechanism of currency and credit, which gives 
them command of the several and substantial 
reserves of liquid wealth, built up in the past, as 
much by the contribution of British India, as by 
that of the States. To the States, however, no 
share is allowed in the indirect benefits resulting 
from such a command; and, hence they canne^ bfit: 
feel that the first step to remedy this grievance of 
theirs is to secure a proportionate voice for them- 
selves in the controUing authority for the banking 
and credit institutions now functioning, or pro- 
posed to be soon instituted, in British India. 


The States’ desire in this behalf becomes the 
more intensive when they realise that, as things 
stand, the existing banking institutions are practi- 
cally debarred from assisting the States in the task 
of an intensive material development in their 
regions. It is absurd to assume, of course, that the 
British Indian fiuthorities are jealous of the econo- 
mic possibilities still remaining unexplored in the 
States.- But theiact, nevertheless, rernain^ 
if th# Imperial ]Bank of India, for 



-debarred from advancing money on the Indian 
States’ securities, even of the most prosperous. 
The list of securities authorised specifically by the 
Charter Act governing the Imperial Bank does not 
contain anv mention of the Indian States’ loans ; 
nor, indeed, is such a mention in the authorised 
Trustee securities in British India. On the other 
liand, under the practice now established by long 
and unquestioned usage, if any Indian State desires 
to tap the open market for a loan of capital, it must 
first obtain the sanction for floating such a loan 
for the Government of India. And it stands to 
reason that the Government of India would not 
grant such a sanction, if they could not approve of 
the objects of the proposed loan, or of the security 
offered for it, or of the provision made for the 
pa5nnent of interest and capital when due for re- 
payment. Notwithstanding these precautions, 
however, the loans of the most prosperous Indian 
State are not reckoned in the schedule of the Im- 
perial Bank’s authorised securities for advancing 
money, even though a municipal loan in British 
India, or a Railway debenture, may command that 
facility. The Government of India does not, 
indeed, make itself responsible financially in any 
way for such States’ loans as it sanctions and ap- 
proves ; but that is no reason to exclude those se- 
curities from the privilege here discussed, since 
such a grant would very much facilitate the capital 
problem of the States. And if the Imperial Baiik is 
rmable to assist the Indian States,how can we expect 
the other Indian or non -Indian banks operating in 
British India to do that business ? For one thing, 
a provision of the Government of India Act pre- 
cludes a British subject from making any loans to 
the Indian States ; so that, if any bank were ven- 
turesome enough to engage in that business , it 
would do so at its own risk. The difficulty of the 
Indian banlcs is obvious, since they cannot ptilise 
the Indian States paper, — supposing any of them 
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took the risk and began to invest in Indian States 
securities, — ^to raise liquid money, as and when they 
might want it, as they can do on any other paper in 
the list of the authorised securities for the Imperial 
Bank to do business in. The Indian banks cannot 
forget that, after all, the Imperial Bank of India is 
the sole source for obtaining liquid capital m times 
of stress; as much because it is in charge of Govern- 
ment balances, as also because it is through this 
Bank that Government would put into circulation 
emergency currency when required, and so add to 
the supply of loanable capital in the market. As 
for the non-Indian Exchange Banks, they find 
sufficiently lucrative business in their present mo- 
nopoly of the foreign trade finance, wmingly to 
risk their surplus resources in an Indian States 

loan. 


The Indian States might want capita.1 for a 
variety of purposes for developing their own 
productive resources in land, in mining, in forest 
and other industry, not to mention road and water 
transport, or the better organisation of the ' dis- 
tributive business in their territories Thp bank- 
ing organisation of India as a whole is, it must be 
admitted, very deficient so far, in respect of the 
specialised institutions wanted for financing and 
developing the agricultural and industrial w^lth 
of the country in every form, whether in British 
India or in the States. Any reconstruction in the 
banking facilities in the country would be futile, 
if it does not take into account these require- 
ments, and provide, in the central State Bank, 
all the necessary departments, each specially 
devoted to the financing of trade, of industry, 
, of agriculture, and of transport, as may^ be 
needed by the country, so as to co -ordinate 
.the total financing activity of the country with 
'ta view to its more effective use. For the States, 
the .irnminence o.f such a kind of banking reorga- 
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nisation in British India has a grave constitu- 
tional significance ; since, if they do not obtain 
adequate representation on the governing board of 
such an institution, they will wait in vain for the 
industrial development of their territories. The 
proposed Reserve Bank of India, — officially pro- 
fessed to be instituted for the better control of the 
Indian currency system, and through it of the 
country’s credit system ; and sought to be given 
the custody and use of the severad Reserves con- 
nected with the currency system, — seems to have 
been dropped for the moment. But whenever the 
proposal is revived, — ^and there can be no question 
but that it will be revived in a near future, — ^the 
interests of the country would suffer materially, 
in my opinion, if the claims of the Indian States 
for a fair representation are not S3nnpathetically 
considered, and complied with. 

AUDIT 

The same point about the need for a closer 
and more intimate, more constant, association of 
the Indian States, in the bodies or organs that 
shape the governing policy of the country, is driven 
home by the requirements of a proper audit of the 
public accomts of the country. I have already 
referred to the great importance of effective as well 
as efficient audit of public accounts, particularly 
in a federation and a democracy, in securing the 
due degree of national economy. Under the 
existing division of the powers and functions of 
Government, audit is an exclusively central subject, 
for British India. The justification for such an 
arrangement is not far to seek. Democracy, — ^and, 
at that, democracy in India, — is seldom competent 
to look efficiently after the financial administration 
of the country, and to secure full value from every 
rupee of public money spent . If this great require - 
ment of sound public administration is to be 
secured in India ; if the vast expenditure* of our 
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Central, Provincial, States’, and Local Governing 
bodies is to be properly audited, so that not only 
rigorous tally is had for the authority to spend with 
the amount spent, but also the necessity of any 
particular outlay, and the extent of good value 
secured therefrom is also enquired into and scru- 
tinised; — then itwouldbe indispensable to centralise 
the function of audit exclusively in the Federa 
Government, and to conduct it through officers 
responsible only to the supreme national legisla- 
ture, and irremovable from their posts except for 
grave fault or incomepetence proved by the proper 
authority in the country. The States must be com- 
prised in this arrangement if they really mean to ob- 
tain the full benefit of federating, just as much as the 
Provinces are included in the present audit arrange- 


ment in British India. The arrangement does not, 
indeed, dispense with the need for an adequate 
and efficient staff of accountants for each unit under 
its own authority ; nor even with the need of 
frequent internal audit for the accounts of each 
such unit. What the centralisation here proposes 
to achieve is the assimilation of the system of public 
oxoenditure, which would enable the responsible 
SErSing a comprehensive national view in 
each case, to say authoritatively whether the entire 
country, in all its several constituent parts and 
authorities, is getting good value for the mpne 
it spends. Neither the States nor the provinces 
need dread the publicity that would result mevit- 
ably, if the suggestion here put forward were 
adopted, except and m so far as 
ministration in each such part is 
by an impartial, outside, auditing authority After 
all the report of the Auditor- General will not be 
out till a year or more after the 

Sure and might induce lasting benefit through 
its Sge^on The very fact of publicfiy might 
helg to^remedy fo/the States that lack of mdustria 
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capital, which the most advanced amongst them 
teel as the greatest handicap upon them. 


CONSTRUCTIVE FEDERATION. 

The conditions and arguments hitherto out- 
lined must have sufficed to prove to you that the 
organisation of a suitable federation in this country 
would be incomplete, if, in some central place 
within the federation, adequate provision is not 
made for the due representation of all the several 
constituents of the federation, with their diverging 
interests and requirements, in so far at least as the 
latter may legitimately demand a special treatment. 
The States, included in such an organisation would 
no doubt seem to be in a permanent minority^’ in the 
central federal governing institution. But if, on 
the other hand, their representation is based, not 
on population or territory, but on the equality of 
each governing unit with all the rest, there could 
be no possible injustice to any constituent of the 
Federation. L consider the model of the American 
Senate, combined with some suitable elements 
from, the old German Bundesrath, or the new Fe- 
deral Council, will not at aU be impossible to work 
under Indian conditions. If in such a “ Second 
Chamber ” of the Indian Federation, — call it 
Senate, or Federal Council as you like, — every 
province and State is given an equal vote, irrespec- 
tive of population or territory or wealth ; if, besides, 
a careful list is compiled of the subjects of common 
national interest, the basic policy in regard to 
vffiich should not be promulgated, except with the 
advice and concurrence of this Federal Council of 
the Indian Empire, — there will be.no difficulty in 
solving man37^^ of the problems I have glanced at n 
these Lectures. In some matters in relations with 
the States, such a Council mjy even be ’invested 
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advantageously with, a dilatory, or a suspensive 
veto, holding up proposals of a given class for a 
period during which the people as a whole have 
fully considered it. I presuppose a regrouping of 
the Provinces, with a view to a greater degree of 
cultural affinity among the peoples included in any 
provincial area than is the case in the existing 
provinces of British India. And I likewise pre- 
suppose the grouping of the smaller States into 
single units, comparable, in size and wealth and 
population, to the Provinces of British India. 
Given this rearrangement, representation on a 
footing of absolute equality of these units of the 
Federation in the Federal Council may be secured 
to each by two representatives; — one the Ruling 
Prince, in the case of the larger States singly, and 
by elected deputy from among the Princes of the 
smaller States grouped together in a new unit for 
purposes of federal representation ; and, in the case 
of the British Provinces, by the Governor or pre- 
sident in each case; the other by the Prime Minister 
of each such unit. The Federal Council so formed 
would be a distinct asset in the better administra- 
tion of this country, than has been the case 
ever before in the annals of the British rule, 
since its members would be experienced and 
responsible administrators, and its functions either 
confined to federal questions proper, or to revising 
and scrutinising and holding up definite proposals 
for change, whether put forward by the executive 
government or by the Legislative Assembly, until 
at any rate the country has fully considered them 
and definitely pronounced upon them. The 
Council may even act with advantage as an arbitra- 
tion Board on interstatal, interprovincial, or federal 
questions, since its members would be more trusted 
and trustworthy. 

The functions of the Federal Council will, of 
cbrirse, have to be carefully defined. It must never 
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Irench, directly or indirectly, upon those powers of 
local autonomy in each constituent unit of the Fe- 
■<ieration', which would be the mainspring of sound 
federalism in practice in India. The division 
between the States and British India may even be 
■maintained, in this schedule of the matters on 
which the Federal Council is empowered to advise, 
or assist, or concur in legislating. For example, 
while, in the case of the British provinces or their 
reconstructed representatives, the Central Federal 
Legislature may be given supreme powers in all 
matters in which the provincial legislature is not 
•expressly authorised to legislate, in the case of the 
States similar action of the Central Legislative 
.Assembly can only be allowed, if the Federal 
Council, having first considered the matter and 
satisfied itself, advises a particular course oi legisla- 
tion. Ordinarily, too, the Federal Council may be 
empowered to make legislative proposals for en- 
actment by the National Legislative A'ssembly, 
•on topics either exclusively assigned to the Federal 
Council to advise upon, or even on other topics 
which are considered to be of common interest. In 
the present German Republic, the Federal Council 
•as well as the National Economic Parliament, are 
-entrusted with this function oi scrutiny and advice 
•on legislative proposals of a technical character, 
■which the ordinary national Assembly would not 
have time or energy or knowledge to do justice to ; 
Though the national Assembly is not bound to 
accept these merely because the Federal Council or 
-the Economic Parliament recommends them, the 
■process go a very long way in clarifying the situa- 
tion. Members of Government, moreover, are made, 

. in the present German Constitution, answerable to 
the Federal Council, inasmuch as they may at any 
Lime be called upon to explain their measures and 
policies by that body, and may even be asked to 
take charge of measures proposed by the Federal 
Council for enactment by the Reichstag, though the 
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Ministers concerned personally do not approve of 
such a measure. If the underlying principle of 
such provisions are adopted in the redrafting of the 
Indian constitution, I, for one, have no doubt much 
of the present misunderstanding, injustice, or 
hardship v>^ould be removed, to the mutual ad- 
vantage of all the parts of the federation. 

This was a political, or constitutional, digres- 
sion, inevitable for completing the constructive . 
aspect of the proposals or suggestions I have been 
adumberating. I am afraid, however, it would ' 
be more than irrelevant for me to pursue this topic . 
much further in this Lecture, tempting as that 
course might be. I shall, therefore, leave it at this 
point, with only the observation, that : in a country 
- like India, we are bound to have common concerns,, 
on wmich the particular interests of the individual, 
members of the federation may not always coin- 
cide ; that if we desire to remove, or even to mini- 
' mise, the resultant friction, it would be indispensa- 
ble to evolve some such institution and practice as 
. I have indicated. The outline given above need 
not necessarily be accepted as the perfection of 
federal suitability. But whether that model is- 
adopted or not, some such mechanism will have to 
be instituted, if we would not have our political 
and economic development as a nation to be either' 
arrested, or lop-sided. 

CONSTRUCTIVE SUGGESTIONS. 

Coming, next, to the last and the most for- 
midable section of the Lecture this evening, — I 
mean the concrete suggestions for financial re- 
construction in the light of the foregoing analysis- 
and criticism, — I must preface the remarks that 
follow with th^ observation that : any suggestion 
for reconstruction ‘ hereinafter outlined must ne- 
cessarily be treated as rough statement, the precise^ 
detail iif each instance having unavoidably to be 
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worked out by the experienced staft of the Finance 
Department. * 

In considering suggestions for financial re- 
construction, the scientific mind cannot but re- 
member the overwhelming importance of the 
Expenditure side of the national balance sheet.. 
We must, therefore, first define, as nearly as we 
can, the expenditure needs of the Indian govern- 
ments, severally as well as collectively, before we- 
can definitise the proposals for reconstruction.. 
The field of Indian public expenditure has been. 
reviewed more than once, since the establishment 
of British dominion in the country. But the 
review has seldom been comprehensive; and 
rarely has it been inspired by the motives of feder- 
alism which interest us in these Lectures. When- 
ever a Committee or Commission has been set up 
to consider the public expenditure of the countrj^, 
that authority has interpreted its reference tO' 
consist in a review of the expenditure of the particu- 
lar government setting it up. The task, I fear, was- 
discharged by such Commissions rather as cheese- 
paring accountants, than as large -visioned financial 
statesmen. The last considerable review of the 
expenditure of the Government of India, — ^fhat by 
the Inchcape Committee, — merits this criticism 
in though, within the scope of its task as- 

imderstood by that body, its work v/as undoubtedly 
thorough, d mere demand for an all-round re- 
trenchment, without any attempt to perceive the 
correlation between public expenditure and national 
benefit, can, if it is given efiect to, only result in 
untold harm. Thanks, however, to the publicity 
attending the Inchcape Committee’s findings and 
recommendations, the provincial governments in 
all parts of the country set before their similar com- 
mittees of retrenchment a task, wEich, performed 
v/ith a varying degree of efficiency, has resulted ^in. 
a general feeling that there is everywhere ‘room for 
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Tetrenchment, without giving any authoritative 
and reliable estimate of the irreducible needs of 
public expenditure, either in the Central or in the 
Provincial Government in British India. In the 
States, of course, there has hardly ever been a 
searching enquiry into the entire domain of state 
expenditure, even from this somewhat narrower 
point of view, with perhaps the exception of a model 
state like Mysore. It is, accordingly, impossible 
to say, with any degree of authoritative basis, wl^t 
are the irreducible needs of the national service 
and government in all parts of the country, cal- 
culated with due regard to the possibility of material 
development from a proper layout of the public 
monies. All that we can do is to take up the exist- 
ing scale of expenditure, and test it with reference, 
simultaneously, to the requirements and possibili- 
ties of retrenchment, and also to the needs of an 
irreducible minimum of civilised government and 
-national service. The result will naturally be a 
rough approximation to the public requirements 
under the several constituent governments, that 
-can only be accepted as a guide — and no more-^ 
for the direction in which we must travel, if we 
iVCttld reach the goal of national development. 

'4 . ^ 


It may be noted, at this point, as a general 
'Consideration affecting public expenditure in 
India that special provision needs no longer to be 
made by the Indian Government against three out 
of the four considerable bugbears of that govern- 
ment in the last century. Wars on the frontier 


, may not yet be ruled out altogether, even for purely 
■defensive purposes; though the international situa- 
tion seems, to be much more sane to-day than in 
; "the past. Exchange has been stabilised, though 
' ^ of the arrangements of 1927 may be 

, I take it, however, that the intfd- 

of-a proper gold standard is now a que^i^: 
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substantial margin of expenditure need be provided. 
Opium revenue sacrifice has already been made up 
for ; while Famine, the most considerable risk of 
the Indian financier, and not yet adequately insured 
against, may be taken to be a steadily diminishing 
source of danger. 

Another point, connected with this aspect of 
public economy in a country like India, must also 
be mentioned at this stage. While the expenditure 
of the governing bodies in the country has never 
been reviewed radically and comprehensively as 
might be desired, much less has it betn considered 
with due reference to the nature and sources of the 
revenue from which this expenditure is to be met. 
Public Finance has been considered, — ^whenever 
consideration has been devoted to it, — by divorcing 
aspects ■ thereof that cannot naturally be divorced. 
Revenue is the positive aspect of expenditure, and 
vice versa. Expenditure, properly incurred, may 
add to the revenue yielding capacity of the country ; 
and revenue scientifically derived may render 
expenditure most fruitful or serviceable, without 
proving an undue burden to the citizen. But this 
ideal cannot be reached, unless and until the two 
^pects are simulltaneously considered, in every 

To consider each side by itself 
iS wUild to give an incomplete view, injurious, as 
it would be nnreliable. Once again, however, in 
India, we have never had such a simultafiebus ddm 
sideration of every aspect of public finance, whibh 
would entitle us to proceed in our analysis and 
odnstructive suggestions on reliable, official data^ 

J u^ as the Inchcape Committee cons idered the 
held of expenditure for the Government of India 
i ^ Taxation Committee has reviewed the 
held of revenue both for the provincial and the 
central governments,— with, hoivever, notable 
cxcmsions in regard to the Land Revenue, and the 
profits of public enterprise. But the revenue side 
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was impossible to consider in strict concordance 
with the expenditure side by this Committee; and 
so its findings and recommendations are even less- 
sendceable, from our particular standpoint, than, 
those of the Indian Retrenchment Committee. 
The latter had a narrower field ; and surveyed that 
field with a narrower vision. The former had a 
much broader field ; and it was composed of men 
who -were expected to bring a more scientific 
attitude of mind than the self-confessed body of 
businessmen who made up the Inchcape Committe. 
The latter made no pretence to a thorough, scientific: 
consideration of the task assigned to' them; and. 
they cannot,^ therefore, be blamed if they failed 
from a standpoint which they had never professed, 
to adopt. And ye+, the Report of the Taxation 
Committee seems to me to be even more barren, 
from the standpoint which particularly interests- 
me at the moment, than that of the Retrenchment 
Committee. 


■ W needs, then, of th# 

C^tral Indian Government in the hght of snch an 
analysis of the needs of the country, in respect of 
functions assigned to that body, as we have made? 
The totil volume of this expenditure will, of course, 
depend on the functions assigned to the Central 
Government. But, for the sake of simplicity in 
discussion, let us assume that these functions re- 


main substantially unaltered. There is room, in 
tfe® present scope of the Indian Govemment’s- 
aetivities, for substantial retrenchment in their 
expenditure on national defence, as weU as in the 
'■ ;:gener^ scale of the cost of the personnel in aU the 
. ^perior ranks of the public service. The defence 






nditure m^ be reduced to 40 crores or less- 
.^^um, wlthbut in . any way. affecting the 
^;pf the comdr^ from the forces of disord^ 
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of 15 to 20 crores is possible in this item alone 
and must be effected forthwith, if the national 
expenditure is to be most economically made. 
The possible saving from revising the scale of 
salaries and allowances in all the superior ranks of 
the public service would not result in very sub- 
stantial gains for the Government of India ; though, 
in the Provinces, with their much larger expendi- 
ture in this behalf, the tale would be different. In 
the Sixty Years of Indian Finance, I have made 
a suggestion for a progressive reduction of the 
higher salaries and emoluments, which, if adopted, 
would save annually a crore of rupees. But this 
saving may be absorbed by the improvement to 
the point of a minimum of living wage to the much 
more numerous, and much less well-paid, ranks 
of the menial and subordinate services in public 
departments. On the whole, then, we may aban- 
don any hope of a net substantial saving under this 
head. The same may be said in respect of the 
Interest and Sinking Fund charges of the Public 
Debt Service. These are contractual charges, 
which cannot be reduced materially without a 
wholesale repudiation. The provision now-a-days 
made by way of a Sinking Fund is the best assur- 
ance under existing conditions for that improve- 
naettl in public credit, which would most effectively 
reduce this item in the long run. The only posi- 
tive Suggestion in this department, then, would be: 
that no further debt be incurred by any government 
in India, except for objects, which may reasonably 
be expected to pay for themselves in a prescribed 
time, and even leave a surplus for the State. The 
consequence would be that while new debt would 
'tei stopped, or would be incurred for objects and 
■ purposes which will involve no new burdens, the 
old debt will go on being automatically reduced, 
tin the amount now payable by way of interest 
and sinking fund provision would be^, wholly 
saved. , ’ 
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The position of the Government of India 
Expenditure, on the existing basis of division of 
functions would, thus, be : — ' 

Expenditure on Defence , , Rs, 40 crores 
„ „ Interest &c. . . „ <0 

„ „ General Admi- 
nistration . . ..20 


Total Rs. no crores 

The commercial services of the Post -Office 
and the Railway may have considerable scope for 
retrenchment; but this had better be allowed for 
on the revenue side . 


As compared to the present standard of 130- 
crores, this represents an immediate economy of 
about 20 crores.. As and when the Tlebt charge 
is diminished, a jtu-o Hnio saving on that head would 
either mean a further fall in the volume of exoendi- 
ture, to the maximum, of 50 crores; or greater 
ability to that extent for more productive or needful 
spending. If the Government of India imposes 
upon the constituent members of the Iiffiiaii 
Federation, by common consent of the National 
Assembly, additional or more extensive obligations- 
for the better government of the people than is the 
case to-day ; and if, because of this, that Govern- 
ment is obliged to make special subventio-s for 
such purposes to the provinces as well as the States, 
the subventions will be derived as much from the 
saving thus effected, as from the surplus of revenues 
at the disposal of the Central Government arising 
out of the redistributed resources as shown below. 


For the Provinces, the similar calculation of 
a definite standard expenditure is difficult to make 
in the aggregate, and far more in particular. Much 
will, of course, depend on the fate of the present 
idea^of a redistribution of the British provincesl 
Itt®, -ffiore self-contained and homogeheoiis ; 
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which will in all probability be smaller than the 
present provinces, and less wealthy. Some of 
these, if not all, may, in consequence, need wet- 
nursing financially, for some time at least, by the 
Federal Government of India. No process of pro- 
vincial reconstruction must, however, be suffered 
to reduce the aggregate revenue resources of the 
country as a whole; so that, while individual pro- 
viuces might show a weaker position financially, 
the country as a whole must continue to show the 
same undiminished financial strength as at present. 
The problem will, in that case, be a simple question 
of taking from Paul something to give it to Peter, 
for the purpose of putting both Paul and Peter on 
a basis of substantial equality. If additional obliga- 
tions are imposed on the provincial authorities, — 
e.g. in the shape of a compulsory system of free 
universal education upto a fairly respectable stand- 
a.rd, in accordance with the demands of civilised 
life ; or in the shape of special provision for work- 
rnen's insurance against all the common contingen- 
cies of life, including unemployment due to the 
mere slackness in trade, — means will have to be 
found by the authority imposing these functions to 
facilitate their due discharge. In any case, we 
may fairly assume that the present standard of 
provincial expenditure is in urgent need of very 
Gcmsiderable expansion, if the very irreducible 
minimum - of civilised government and the 
commonest rights of human citizenship, ' are 
assured to the citizens of these provinces. 
If education needs an immediate increment 
of , another 20 crores, in round terms, to 
assure the irreducible minimum of ins- 
truction for the citizen ; and medical, sanitation 
and the more material concerns of industrial deve- 
lopment, and scientific research, are expanded in 
a like proportion, the provincial Budget will have 
to be increased, in the aggregate, and immediately, 
by at least 45 crores over the present stqjidard oif 
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go CTores, giving an aggregate of 135 crores. 
Against this, we may set off the j'ossibility of saving 
by^effectmg available retrenchment and economy 
in the scale of salaries &c., and in the establishment 
charges, by at most 10 crores,allowing for the 
increase of the pay of the menial and subordinate 
staff to the prescribed standard of a decent liW 
wage. The net increase is thus 35 crores over the 
present standard, or an aggregate provincial ex 
penditure of 125 crores immediately, with possibi- 
lity of steady expansion. The latter, however, 
we may trust, will be provided for from a similar 
expansion in the revenue resources, which must 
also improve; particiilarly if, as we may legitima- 
tely assume, the entire public expenditure is laid 
out _ so scientificaUy as directly to add to the tS 
paymg abihty of the citizen. 


2’§§i6§ate for British India is thus 125 
iilus no, or 235 crores, hardly more than ten crores 
over the present standard. The case of the Indian 
States is more difficult still. It is impossible to 
compute their needs, even in the aggregate, simply 
bemuse no rehable data are available. The prh^ : 
pal States, however, are estimated itd have an 
expenditure of some 45 crores per annum; 
and if to that figure we add a proportionate figure 
respect of the minor States for whom statistics 
even of this vague description are not available 
the aggregate may be taken to be 50 crores. The 
review of the States finances, in the aggregate as 
well as sever^y,— with a view to detrmine the 
irreducible minimum of the expenditure in the 
States, is tyen more indispensable than in the 
^se of British India, if really satisfactory federal 

achieved. In. the absence 
01 such definite^data, and working on the asumption 
th^ the hgure sCbove-uientioned & ' 

;®^y;the mark to serve as a basis fm 
:say an 
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States by way of expansion would be served by an 
increase" of 25% in the aggregate, net. 'With an 
aggregate expenditure of 60 crores per annum, the 
States ought to have a standard of government, 
twice as good as in British India, since for one- 
fourth the poulation of the British provinces, they 
would have nearly half the expenditure of the latter. 
As, however, the system of administration in the 
States has hitherto been far more backward than in 
the British territories, they have a great leeway to 
make up ; and so their need for additional expendi- 
ture, even on this somewhat higher scale, would 
'S^e incontestable. The scope of internal economy 
and retrenchment in the States,-^particularly in 
respect of the unproductive and disproportionate 
cpqpehditure of the Ruling Princes and their fami- 
lies, — ^is by no means mconsiderable. The single 
item of the mihtary expenditure in the States that 
still go on incurring it admits of considerable re- 
trenchment,, on the ground that; the task of the 
defence of the coxmtry being centralised in the 
Federal Government, all the other constituents 
the Federation ought to be relieved of this burden 
in proportion. But even if it is considered to be 
indispensable for the States to go on incurring 
this expenditure, for reasons of local prestige as 
weU as of security, the expansion in their expendi- 
ture can be «Lsily met by subsidies from the Gov- 
* emmeht of India, out of the States' fair share of 
the Customs &c. which we have already revie\^d. 

On the revenue side, similarly, it is impossible 
to calculate with any degree of reliability or accur- 
acy, the possibpty of expansion of the existing 
revenues, by their redistribution and reconstruction 
among the f^^ated units and the Federation of 
India. The total revenue needs, however, are, in 
roun(il^;ur^i not more than 285 crotes per annum, 
humeaiately,, mcluding only the net receipts from 
the comas&Sil services conducted by the State. 
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To consider better the possibility of manipulation 
and improvement in the revenue resources of the 
Federation, let us take the existing figures for 
iq 26"-!3/, and estimate, as best we can, the nossibi* 
lity for improvement and readjustment ^ 

Eevenues in 1926-27 of British India. 

{N*B. ^The figures are in thousands of rupees); 


Item of Revenue. 


Customs 

Taxes on Income . . 

Salt . . 

Opium 

Land Revenue 

Excise 

Stamps 

Forest 

Registration 

Tributes 

Scheduled Taxes , . 

Total Principal Heads 

Railways . . . . . , 

Irrigation . , 

Post Office.. 

Interest 

Civil Administration 
Currency ahd Mint 
Civil Works 
Miscellaneous 
Military Receipts 
Provincial Contributions . 
Extraordinary 


Imperial. 

Provincial. 

Bs. 

Rs. 

47,38,11 

• • 

16,64,96 

33,32 

6,69,81 

• • 

4,33,13 

« • 

41,00 ■ 

34,47,31 

j41,13 

19,41,55 

26,69 

12,92,93 

23,57 

6,95,26 

1,57 

1,44,12 

83,52 

• « 

•> • 

36,45 

76,23,62 

74,90,96 

34,07,08 

2,24 

10,26 

6,69,80 

70,64 

• * 

4,08,59 

2,35,64 

86,05 

3,65,64 

4,15,51 

• • 

15,79 

69,21 

60,01 

1,91,40 

4,94,68 

• « 

5,17,12 

—5,17,12 

60,10 

1,31,47 

1,31,66,47 

86,43,15 


Total 

A 

^ - t 

Of these,* we may leave aside the Provincial 
Contributions and extraordinary items, as those 
^^ran^ot count upon for the ordinary, npitogl 
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revenue purposes. But the remitted provincial 
contributions will nevertheless count on the pro- 
vincial side as increased revenues, being part of 
their normal income, which, under the old dispen-. 
ation, was paid to the Government of India, In 
the aggregate there would be no difference; but as 
for each of the partners sharing, there would be a 
material difference. 

Of the principal heads of Revenue, the distri- 
bution should, under Indian conditions, be so far 
changed, I think, as to assign aU the proceeds of 
indirect taxation to the Central Federal Govern- 
ment, and those of the ordinaiy, existing direct 
taxation to the constituent States and Provinces. 
This would mean that the Customs, Salt, as well as 
Excise Revenue would go entirely to the Central 
Government. Per contra, Taxes on Income would 
revert to the Provinces ; and Land Revenue, 
Stamps, Registration, and Forests income would 
remain as before to the constituent States and Pro- 
vinces. The Imperial Government would seem 
to benefit by an accession of an item worth nearly 
20 crores, at the cost of an item worth i 6 crores 
at most to-day. In reality, however, in so far as 
Excise is a diminishing source of revenue, with a 
jx)$sjhie of total extinction, the Government of 
India does not secure quite as much ^enefh- 
appKurs to be the case at fir^ sights 
hand, the Provinces Seem to lose a larger for a 
smaller source of revenue ; and the increment in 
each province would be nothing like equal. Be- 
sides, in so far as the main source of provincial 
revenue,— that from land,— is, in many provinces, in 
urgent need for recasting, with a view to a greater 
liberalism in the assessment and collection of this 
revenue, there is a considerably* danger of the 
Ryotwari provinces losing a substantial portion of 
their present income, without an adequate compen- 
sation from the substitute given to them.” If the 
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Land Revenue and the Income Tax are assimilated, 
and the exemption now given to agricultural in- 
comes is removed, it is likely that the sacrifice in 
the Provinces would be neither so severe, nor so 
permanent as might be apprehended at first sight. 
The deficit, however, such as it promises to be, 
even in the immediate years after the changes are 
given effect to, may be made up, either by sub- 
sidies from the Central Federal Government, — a 
course, not at all impracticable in view of the sub- 
stantial gains that Government may make on its 
revenue side, as shown below ; or by imposing 
some additional taxation by way of excise, e.g. on 
tobacco grown in the province, manufactured, and 
sold. For the Government of India, also, the 
entire income from the Income Taxes will not dis- 


appear ; partly because it would be the easiest to 
leave the tax from aU income derived from ramify- 
ing interprovincial enterprises, with seats of opera- 
tions in one province and owners of the income in 
another, to the federal government ; and partly 
because all incomes which now-a-days escape the 
Indian Income Tax must be brought within the 
scope of that tax, and be assigned to the Federal 
Government. Thl rate of the tax, the noanner of 
its assessment, the mechanism for its collection, 
must all be prescribed by central legislation, if 
only to ensure that degree of uniformity, which is 
necessary for the success of this tax. If the Federal 
Government is further assigned all proceeds from 
additional Death Duties ; and if a suitable differ- 
entiation is made between earned and unearned 
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mcomes, with a view to a sharper taxation of the 
latter ; if, finally, the rate of progression and the 
maximum of tax-rate are increased, there need in 
reality be no deficit to the provinces. The Central 
Govemnaait ought also to be fully insured against 
|he ^ticipated decline in the Excise Revenue from 
p|diBrantS; Direct Taxation thus reformed may be 

5p crori^ at the lowest calculaticw.; 


* 
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-out of which 30'crores may be left to the provinces, . 
and the balance to the central Government. 

Jt 

There is, for all the central and local govern- 
ments concerned, a further margin of expansion 
in the productive public works, which each of them 
already owns. The State Railways of the Central 
Government are capable of yielding a much greater 
surplus profit to the State than is the case to-day, 
partly because the Railways havj so far not been 
conducted as economically as they might have 
been, and partly because it is possible to graft on 
to this enterprise other services which could easily 
bring in a surplus to the State, e.g. by insuring, 
for a consideration, the lives of railway travellers, 
and the property of railway customers. On goods 
of the total value of a thousand crores or more 
that the Indian Railways carry every year, and on 
passengers, a most moderate rate of insurance may 
easily add ten crores to the surplus from this asset. 
It is, of course, impossible to estimate exactly to- 
day ; but it may be expected to serve the turn of 
the Central Government for additional revenue, if 
the experience of other countries is any guide m 
the matter. The Post Ofhc© is another great 
commercial institution, whose commercial possibi- 
lities, by improving the existing services and adding 
new ones, still lie unexplored in a very large 
sure. I cannot stop here to discuss these'.posabili- 
ties; and must refer those of you who are mdte 
keenly interested in such matters to other works 
on the subject of Indian Finance. Between the- 
two of these, the Government of India might well 
add 20 crores a year to their revenues, by progressive 
increments within a space of five years from the date 
of commencing such a policy. Banking facilities to 
the pubhc, conducted by the Stat§, may similarly 
bring additional grist to the mill 6f the State. Its 
exact contribution cannot, of course, be calculated 
to-day ; but it may be relied on to add not less 
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than 10 crores per annum, including interest on 
reserve securities. On the provincial side, the 
nublic enterprise now conducted by the provinces 
£ limited to the productive Irrigation Works. 
These are not all equaUy productive in every 
province ; and not capable of any considerable ex- 
pansion of revenue in any province. Forests 
embody great possibilities for future development. 
But they must first cost vast sums in capital outlay 
to the provincial governments, before tbey are 
developed in all their possibilities. The possibil^ 
of roads, as a productive asset to the provincial 
governments, is as yet utterly unknown. Other 
enterprises may be devised by individual provmces, 
e.g. fi-shing for food, or for pearls, and other 
products by the maritime provinces ; and inineral 
wealth by the more inland provinces ; and this may 
also eke out the provincial budget materially. 

These changes may be translated in practice 
as shown in the following pro-forma figures 

* Skeleton statement (rough estimates only) 
of the Revenue in India : — 
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(In lakhs of rupees). 
Imperial Provincial 

. Items of Revenue. Govern- Govern- 
ment. ment. 


Customs 

Rs. 

65,00 

Rs. 

• 0 


Taxes on Income , . 

10,00 

20,00 


Death. Duties, etc. . . 

20,00 

« • 


Sait and Opium , . 

8,00 

9 • 


Excise (Intoxicants) 

17,50 

7,50 

(Tobacco;. 

Land Revenue 

40 

20,00 


Stamps, Forests and 
Registration 

70 

19,30 


Tributes 

• * 

• • 


Railways (Net surplus) 

17,00 

2,50 

(Roads). 

Civil Works 

15 

70 

Irrigation , . 

10 

6,70 


Post Office . . 

6,00 

* 9 


Interest 

4,00 

2,50 


Currency and Banking 

6,00 

« * 


Departmental Fees 

85 

3,50 


Miscellaneous 

70 

1,90 


Military Receipts . . 

• • 

• • 



Total .. 1,45,40 84,60 Grand Total 2,30,00 


* Cp. the following Table from the Sixty Years of Indian 
Finance, p. 388. {N.B . — Figures are in Crores). 


To- 


and 


Reventtes. 

Land Revenue 
Opium 

Salt . . . . 

Stamps, 

Excise (including 
- baccol 

Customs .. 

Income Taxes 
Death Duties 
Forests Domain 
Registration (including 
Marriage Fees) 

Post Office . . 
Railways (net) 
Irrigation 

Industrial Stirplus . . 
Miscellaneous Pees . . 


Total 


Rs. 

20.00 

3.00 

5.00 

15.00 

20.00 

55.00 

45.00 

10.00 

10,00 

15.00 

20.00 

5.00 

10.00 

7.00 


240.00 




Expendhttee. 
Direct Demands 
Interest on ; — 
Industrial Debt . . 
Agricultural Debt 
Transport Debt . . 
Unproductive Debt 
Education 
Police 

Post Office . . 
Sanitation . . . 

Law and Justice 
Agriculture . . 
Mscellaneous 
Pensions, etc. 
Transport and Com 
munications 
Defence . . 

Industnal Develop 
ment . . 

Total , 


Rs. 

15.00 

20.00 

15.00 

15.00 

20.00 

40.00 

10.00 
10.00 

5.00 

7.00 

5.00 
5.00 

10.00 

10.00 

46.00 

11.00 


. .. 240.00 

As the recommendations in that work, as well as in this. 
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These are, it cannot be repeated too often, 
only tentative, — and, at that, very rough, estimates. 
They are based on assumptions already — ex- 
plained, except tliat the Customs revenue is 
supposed to admit of sharper graduation, and 
therefore of better yield in that part of the 
tariff schedule constructed lor revenue purposes 
only. The increment in the Post Office, Railways, 
and Banking enterprise, including ciarrency, is 
necessarily progressive ; while ^he item of Excise 
in the Imperial Government tiMy be regarded as 
diminishing in the near futurig. Military receipts 
and Tributes are ruled out, the former because 
we take the Military or Defence Expenditure net; 
and the latter because we see no justification for 
maintaining this obsolete item in the Budget of 
the federal government. 

The aggregate gives to the Central Federal 
Government at least 25 crores more than need be 
required by that body, if the changes suggested in 
its expenditure sheet are given effect to. The bulk 
of this revenue surplus is capable of being distri- 
buted among the provinces, — ^at least 20 crores to 
begin with, to ensure the provision of that indispenr 
•saWe and irreducible minimum of civic rights, 
"which the Indian Government have so far failed 
to afford. The balance may make the beginning 
C)f a refund to the States, which, on the counts 
■enumerated in a previous Lecture, they feel themr 
selves entitled to. The aggregate refund - he 
States collectively, — -on acccant of the Customs, 


iiave run on similar lines, there is no material disparity in the 
istatements. The statement in this Note gives the items of 
revenue and expenditure collectively for the Imperial as well 
W the Provincial Governments, while that in the text gives 
V %hem separately. Thp Note does not allow sufS.ciently for the 
progressive nature of Sbme of the suggested changes, whicS. 
imust necessarily take time to materialise to perfection, while 
Ae e^imate^n the text is more cautious. - . 
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Salt, Income Taxes, Currency Receipts, — not to 
mention Railways, — ^would amount to over 15 
crores, on the basis of calculation, favoured by the 
States. But that would presuppose a theory of 
political structure in the country, which- would 
give undue and undesirable prominence to the 
separatist tendency, that we cannot do too much 
to scotch. As, moreover, the redrafting of the 
public expenditure in India would take into account 
the interests and reqfuirements of the States in all 
matters of common national service, the States 
would benefit as much as the rest of India from 
these increased activities of the State for the benefit 
of the subject ; and so the strongest ground for 
their claims to a refund would be materially we^- 
ened. The aggregate refund or subvention to 
the States collectively cannot exceed in the 
initial years at least, 5 crores. When, however, 
revenue resources, especially from productive 
state enterprise, develop fully, the claims of the 
States may be more liberally considered, if by 
that time the particularist tendency in that 
peculiar form has not been checked. In the 
progressive items of income, like that from 
the productive enterprise of the State, the 
States may be made to share indirectly by 
increasing the subventions payable to them on the 
^me basis as the provinces. But the one condiT 
tion of paying such subventions advantageously 
must never be lost sight ot,Viz. that the payments 
should not be made an excuse for undermmmg 
the local autonomy of the provinces and the States 
in any way. The principles governing the grant 
of the subsidy, — which may be reversing the recent 
financial practice in India, but which is amply 
supported by the experience of other federations, 
will have to be evolved in common consultation, 

■ perhaps after exhaustive and segtiching investiga- 
:ion by a committee of experts, so as to pay due 
attention to the conditions and requirgnents of 
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Fed?raS+i the Federation, The life of the 

considered to be one, and the 
Is the^<Sff? making up that State must be regarded 
insDiriTfi^+?®^^ ^ common vital principle 

i aEL+^ f-% On that bails, 

details difficulty in working out aU the 

with +£ financial reconstruction, in full concord 

^ traditions of democratic federal 
^1' other way that I 

practicaUWa; and financial salWon 

tn covered the field I had assigned 

I tm^f sim^ey for the purposes of this Series. 

+bn^^-h T abused your patience unduly, 

^ough I am fuUy conscious of having trespassed 

S the time limit usually assigned 

to such Lectures. I have, likewise, to thank the 
Professors and Students of the Patna College, not 
only for the handsome hospitality they have shown 

the sympathy and understanding 
P ycd m all quarters for the somewhat unfami- 
iiar work I had undertaken to do. Expressions of 
gratitude on such occasions as these tend to be so 
usual that one is apt to make a considerable dis- 
count, from the face-value of such statements, 
before accepting and endorsing them. I trust, 
however, that the shorty space of time in which we 
nave come to know one another would have given 
you, as it has given me, a better mutual know- 
ledge, that would make you take the sentiments I 
now express at the full value of the words 
expressmg them, and hold me to be your debtor 

for the ^inpathy and hospitality shown to me 
during all this week. 

Good night ! 



BIBLIOGRAPHICAL NOTE. 


It will not be quite in keeping with the general character 
of these Lectures to append a long bibliography. The sub- 
ject, moreover, has seldom been treated from the stand-point 
here adopted by classic writers on Public Finance. The 
following works on the theoretical aspect of the subject as 
on the working of federations elsewhere in the world, together 
with some leading works on Indian Finance, would it i s 

hoped, provide sufficient basis for the earnest student to bes n 
his studies on. ® 


Works ok Federal Cokstitxjtioks m Theory akd Prac 

TICE. 


MODERN DEMOCRACIES — by James Biyce (1923 * 

2 "V^ols.)* 

MECHAOTSM OF THE MODERN STATE— bv T R- 
Marriott (2 Vols. 1927). ^ ' * 

FEDERAL AND UNIFIED CONSTITUTIONS— bv A P 
Newton (1923). ^ 

GOVERNMENTS OF EUROPE — ^by Munro (1924) 

PRINCIPLES OF CONSTITUTIONAL GOVERNMENT 
— by F. J. Goodnow (1916). 

AMERICAN GOVERNMENT AND POLITICS — .wn 
A. Beard (1914). ^ 


Fedbeal Constittjtioks in woeking. 

FEDERAL SYSTEMS OF THE UNITED STATES AIKTR 
THE BRITISH EMPIRE-by A. P. Poley (1913) 

empire 1867-1914-by W. H. Dawson 

‘ # vols.). 

THE CONSPlFDTION OF THE UNITED STATES— -W 
R. L. Schuyler (1923)- , ^ 

THE CONSTITUTION OF THE GERMAN REPUBLIC 
— ^by H. Oppenheimer (1923). 

THE IRISH FREE STATE 1922-1927-by Denis Gwynn 
(1928). 


POST-WAR GERMANY— by K. T. Shah (1928). 

The Year-Books of Canada, Union of “South Africa and the 

Commonweath of Australia, for the latest 'available 
years. 

Thboey of Public FiNiNOE, 


FIN^CE : (American Science Series)— by H, C. Adams 
(1912), • 
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PUBLIC FINANCE— by Bastable. 

THE THEORY AND PRACTICE OP TAXATION— by 
D. A. Wells (1911). 

PUBLIC FINANCE— by H. L. Lutz (192i). 

PROBLEMS OF PUBLIC FINANCE— by J. P. Jensen 
(1924). 

ECONOMIC PROBLEMS OP MODERN LIFE— by 
Patterson & Scholz (1927). 

THE STATE GOVERNMENT IN THE UNITED STATES 
— ^by A. N. Holcombe (1926). 

A STUDY IN PUBLIC FINANCE— by A. C. Pigou (1928). 

SCIENCE OF PUBLIC FINANCE— by G. Findlay Shirras 
(1924). 

WOKKS BBLATESG TO INDIA AND INDIAN PiNANCB. 

FINANCE AND PUBLIC WORKS OF INDIA— by 
Strachey (1882). 

SIXTY YEARS OF INDIAN FINANCE— by K. T. Shah 
(1927, 2nd Edition). 

WEALTH AND TAXABLE CAPACITY OF INDIA— by 
K. T. Shah & K. J. Khainbatta (1924). 

CONSTITUTION, FUNCTIONS AND FINANCE OF 
INDIAN MUNICIPALITIES— by Shah & Bahadurji 
(1926). ' 

GOVERNANCE OF INDIA— by Shah and Bahadurji, (1924, 
2 nd Edition). 

THE NATIVE STATES OF INDIA— by Sir W*vLe«. 
Weurener (1910). 

INDIAN STATES AND THE GOVERNMENT OF INDIA 
— ^by K. M. Panniker (1927). 

INDIAN CONSTITUTIONAL PROBLEMS— by Sir P. S. 
SivaswaStny Iyer (1928). 

THE WORKING OF DYARCHY IN India by Keralaputra 
(1928). 

REPORT OF THE INDIAN TAXATION ENQUIRY 
COMMITTEE, (1926). 

REPORT ON INDIAN CONSTITUTIONAL REFORMS 
(1918). 

Statistical Abstracts, Year-books, and Reports of Committees 
have been mentioned in the Text, wherever necessary; 
and so need not be specifically mentioned here. So also 
•with regard t<^ ijhe Financial Statements, or the Adminis- 
tration Reports, of the several States, as well as 
Dtovinoes. 
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Bombay — ^Presidency of, 66, 

Revenue and Expenditure of 
109, 111, 152, 161, 183 87, 214. 
BorrowiDg---Powers of, 53, 200. 
Brazil — ^United States of, 7. 

Federal Finance in, 42. 

Bridges — 17. 

Britain— 143 Manufactures of, 246. 
British— Columbia — Finances of, 40, 
Commonwealth, 22. 

Federations in Dominions, 47. 
65. 

Rule in India, 26, 27. 
Buckingham— Duke of, 90. 

Budget— of States, 21. 228-231. 
Government of India, 107. 
Provincial, 69, 111, 162, 161, 

. 1 83-7, 189, 214. 

Swiss, ?7, 

Bundesrath— Votes in 78, Sll, 
Burma^Provdnce of, 90. 109, 111 
152, I6L 183-87 214. ' 

Butler — Sir Harcourt, 3. 

Committee, 222, 

C 

Canada — ^Budget, 38. 

Dominion of, 66, 67, 

Canals — 49. See Irrigation. 

Cantons — Swiss, 10, 11, 27. 

Cape and Natal— Grants to, 86. 
Central— Authority, 66. 

Govenment — ^Nfeeds of, 105. 
Reveiul-s of, 111, 




Central Paov^nces — 109, 111, 152, 
161, 183-87, 214. 

Centralisation — ^Prinoiplea of, 84. 
Chandragupta — 2. 

Chelmsford — 105. 

Quoted, 225. 

Chief’s Colleges — ^Transferred Sub- 
ject, 71. 

Chamha — 283. 

Chins— and Opium, 266. 

CivH War— of U. S. A., 46. 

Civil List— 288. 

Civil Works— 150, 185-86. 

Civil Administration — 207. 

Clive — Lord, 84. 

Cochin — 244. 

Coinage — ^Federal Subject, 55. 

Imperial Subject, 71. 

Collection charges — 190-95. 

Colonies — ^British in America, 44. 
Committee — ^Butler 3 ; Legislative- 
Standing, 57 ; of 1887 ; 92. 
Commerce— Imperial Subject, 11, 
28, 72, 81. 

Communieations — 81 ; Imperial 

Subject, 69. 

Means of, 49. 

Companies— Trading, 72. 
Compensation— to States, 250-61. 
Congress— XT. S. A., 8, 9. 
Confederations— Local, 79. 
Contributions — Compulsory, 81. 

Provincial, 113, 114. 

Control of Articles — Imperial Sub- 
ject, 72. 

CopyrigUt— 8 ; Tiaperial Subject, 
73. 

Corporation Tax — 22. 

Cotton Excise Duty— 124, 246. 
Courts — of Law, 8. 

Of Wards, Beserved Subject, 
70. 

Credit — 6. 


Crown — ^Revenue of, 40. 
British, 65. 

Transfer to, 85, 246. 


Customs— Revmme, Subject, 19, 21, 
,24, 26, 29, 45, 46, 192, 110, 146, 
156. 

Indirect taxation, 

In Canada, 39, 40. 
and Indian, States. 117,, 

239, et. 

Curreney^T^ ; Federal Subject, 56. 
Imperial Subject, 71. 

; Systeih— r-federal function, 60. 
295, 306. . I . 
Revenue, 150, 185-86. 


and Capital Siipp^, 302-04. 
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Death — Duties, 49, 326. 

Debt — ^Federal Subject, 8. 

Public, 20, 185-86, 195 et. seq. 
Australian Expenditure, on 33. 
Canadian Expenditure on 39. 
Union of S. African Expndi- 
ture, 35, 104, 319. 
Decentralisation — Principles of, 87. 
94 et, seq. 

Defence — -Federal Subject, 8, 29. 
Expenditure on, 201-207, 2S5 
et. seq. 320. 

Public, 52, 

Of India, 69, 318. 

Destitution— Relief of, 53. 
Devolution — 81. Rules, 113. 
District Boards — ^Transferred Sub- 
ject, 5, 69. 

^‘Divided Heads”— 98, J05, 

Double taxation — 144, 234 et. sea. 
238. 

Dewas^ — Opium from, 264. 

Dlwani — of Bengal, 84. 

Dhar — Opium from, 26 L 

£ 

East India Company — 83. 

Economic — Considerations, 44, 67, 
Parliament, 31.3, 185-86,211, 320. 
Education— Expenditure, 93, 185-6, 
211 . 

Union of S. Africa, 17, 23, 34. 
Australian, 33. 

Federal Function, 53. 

Reserved Subject, 69. 
Transferred Subject, 70. 

Under Mayo Scheme, 87. 
Emigration— Imperial Subject, 73. 
Empire — Bismarckian, 26. 

British, 5, 82. 

Manryan, 2. 

Estate Duties — 86 ; S. African Re- 
venue, 34. 

Exchange— 93; 102, 116, 176-X78, 

316. 

Exchange Compensation ‘Al- 
lowance 180 et seq. 
Excises^Revenue Item, 21, 20, 46* 
93, 105, 147, 167-169, 185-6. 
in Canada, 39; 40. * 

In S. Africa, 34. 

Indirect Taxation, 59. 102; 
Policy for and Indian State®, 
259-262, 264, 

Ihities, 46. 

Exemption— from Income Tax, 
to Holkar, 276. : , 
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Excliange Banks — 305- 307* 
Expenditure — 5, 84, 88. 

Of U. S. A„ 20. 

For Capital, 23. 

Federal and States, 52, 53. 
Imperial, 173 Beview of, 
173-217. 

Voted, and Non-voted, 188. 

, Per Capita, 214. 

Export Duties—O; in LT. S. A., 46. 

Do. 132, 134. 

Expropriation — 13, 10. 
Extraordinary — 24. 
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Factories — ^Reserved Subject, 71. 
Fan in e — ^Relief — ^Imperial Subject, 
70; 93; 

Expenditure, 91, 92, 93, 185-6. 
Federation— I^ature of, 43. 
Definition of, 65. 

Essence of, 66. 

Component parts* 78. 
Federations — 5; nature of, 43;Func- 
tions of 58. 

Definition of 65-66. 

Component parts, 78.. 

Local, ^ 78, beginnings of, 100; 
et. seq. 

Federal — Budget of T7. S. A., 18. 
Council for India, 311-14. 
Constitution, 17. 

Central Government, 42. 
Finance, 48, 82, 91, 125-6. 

In India, 218. 

Constructive proposals for,31 1- 
-332. 

Finance — Principles of, 42 et 
seq. 

Government grants in S. Af- 
.rioUj, 36, 

Government, 24, et. Seq. 

Law, 27. 

Organisation, 

State- powers of, 43 . 

Fee— As tax, 51, 172. 

Fees — iTustice, 89. 

Feudatories — Conquered, 64. 
Finance— Pio-vincial, 86. 

Member, 89, 90, 91. 

^R^ources and obligations, 258. 
Ministers — Conferences of, 263. 
Finaneesand Public Works India’ 
— Quobed 252, et seq. 
Financial-Obligation, 10. " 

Division 42, 68. 

Evolution of federalism, 62, 

120 , 120 . 

Resources, 82. 

Relations with States, 116-120. 
218-294. ' 


Fines — S. African Revenue, 34. 
Fisheries — ^Expenditure in Canada, 
39. 

Coastal, 49. 

Fishing — ^Industry, 51. 

Fiscal Commission — 239 et seq. 
Forests — ^Domain, 49. 

S. iUriean Revenue, 34. 

Indian Revenue, 91, 1 2; 159. 
169. 

Industries, 170. 

German domain, 66. 

G 

Ganja — 253. 

General Administration,— 88, 320. 
General — Property tax, 21, 48. 
German — Confederation, 44. 

Constitution, 12, 14, 18, 31S. 
Germany— 25, 49, 47, 55 11 s, 126. 

Ancient States of, 44, 

Gokhale— 94, 98, 211. 

Gold Standard Reserve — 298 299. 
Government of India— 5, 25, 54, 66, 
77, 81, 84, 87, 94 
Control, 86, 96. 

See Central, Imperial, Federal. 
Federal or Unitary, 226. 
and Railways 273 et. seq. 
Governor General — ^in Bengal, 83. 

In Council, 89. 

Gwalior — 223-231, 264. 
and Opium, 268. 

And Railways, 276. 

Postal Service, 283. 

H 

Habeas Corpus— Writ of, 8. 

High Court — ^Reserved Subject, 

70. 

Home charges— 124, 174.78, 180 
'et'Sbq. 285. ' ' ■ 

Holkar-^Treai^ witb^ 274-75. 
Hospitals — 17. 

Hospital fees— Ai revenue, 37. 
Hyderabad — 228, 231, 241-2. 

Postal Service, 283. 


Imperial— Tax, 22. 

lerleration in India, 60. 
Govemix ent, 85., 

Beven ues,— 1 21,171. 

Imperial Bank of Indiar— 306 et soq. 
Imperial Service Troops— 289. 
Imports — B, 

See cuStoms 

Improvement Trusts— Transferred 

Subjects, 69. 
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Incbcape Commitiee — 201 et seq. 

315 . 

Income — of States, 21. 228-31. 
Incoma Tax — 19, 29 : S. African, 
3^, 

Australian, 33. 

Bevenue from, 102, 105 110, 
128. 135-38, 326, et seci. 

In the States, 232-239. 

India— 4, 54, 56, 77, 86. 

Federal authority in, 67. 

Indian — ^Empire, 64. 

Expenditure in Canada, 39. 
Public B inance, 34. 

States, 3, 4, 5. 206, 218, 293, 
and Railway-?, 261-81. 
Expenditure and Defence, 285- 
291. 

Indore— Opiuin froin, 264. 

Indian Government Stock and 
Banks— 305-07. 

Industrial — ^Matters Reserved Sub- 
ject, 70. 

Industries— 25, 181 . 185, 86, 211- 
Protection of 45. 

Development of, 72. 

S. African Expenditure, 34. 

See also Customs, Fiscal, and States. 
International Expert Committee — 

1 43* 

Insurance— Federal Fimction.63, 71. 
Interest — S. African Revenue, 67. 
102, 103, 128-30, 150, 195 et seq. 
320. 

Inventions — ^Imperial Subject, 73. 
102; 103; 

Irrigation — 102, 103. 

Receipts, 148, 156, 164, 170, 279- 
281. % ■ ^ ' 

J 

Jails — ^Administration, 57, 185, 86. 
Jayakar Comtnittee-^on Roads, 195 
Jind— 283. 

Justice — ^Administration of, 70, 88. 


Karnatak Wars — 83. 

Kashmir 316. Finances ox, 228-233. 

Customs, 243. 

Kathiawar States— 244; 

King^s — ^Prerogative, 

Tieaties with, 222. 

Keith— Quoted, 222. 

Kuteh— 244. 

KatMawad— 244. 

L 

Lat^ui — Expenditure in Canada, 


Land — Domain, 49. 

Forces, 8. (See also Army).' 
Expenditure on in Africa, 34. 
Revenue — ^Reser%^ed Subject, 
69, 88, 98, 102, 105, 128-30 
156, 158 et seq. 228-32, 
Administration, 8'b 
Australian, 33. 

Law — ^Expenditiire, on African, 34. 
Indian, 88. 

Civil, Imperial Subject, 71. 
Criminal, In perial Subject, 73. 
League of Nations — 250. 

LeglJ^?ture — Committees of, 57. 
National, 189. 

Lepers — S. African Expenditure, 
34. 

License Duties — ^A^istralian, 33. 

Revenue Item, 37, 38. 
Light-houses — ^Imperial Subject, 70. 
Loans — Council, Australian, 32. 
From Provincial balances, 91, 
94, 150, 200. 

For the States 269, et seq, 308. 
Local Self-Government — ^Transfer- 
red Provincial Subject, 60, 

Lutz — Quoted, 23. 

Lytton — ^Provincial Finance imder, 

88 . 

M 

Madras — ^Presidency of, 64, 90, 109 
111, 152, 180-7, 214. 

Manitoba — ^Finances of, 40, 

Malwa — Opium, 117, 264 et seq. 
Malwa States— 224. 

Maratha Wars — 83. 

Massachussets — ^Taxation in, 22. 
Matrieular — ^Contributions, 25. 
Mayo-Lord — ^Provincial F inani e un- 
der, 86, 88, 91, 93. 

Medical — ^Australian Espeniiture, 
33. 

African, 34. 

Indian, 2. 

Transferred Subiet>t, 70. 211. 
Meston Committee — 108, 114, 139 
140, 170. 

Migration— 8. 

Military — Forces of H.M.,69, 203-4, 
329-30. 

(See* also “Army ” and “De- 
fence.** 

Receipts, 102, 150. 

Ser7ioes-^185-6. 

Mines — S. African, industries, 34,57. 
Ministers — 189. 

Mint— Federal Sul-ject, 55. 
Revenue from 160. 

1 Closing of, 102, 103, 297, 
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Miscellaneous — ^Re/enue, 10, 99 , 

128-30. 

Monetary System— Fed oral Func- 
tion, 60. 

(See also under Currency). 
Money — 6, 8, 9. 

Montaeue — 104. 

Montford Reforms — ^23, 25, 67, 104, 
108, 137. 

Motor Duty — 2?, 25. 

Mughal Emperor — Administration 
of, 82. 

Municipalities — 6, 17, 21, 55, 
Finances of, 118. 

ISTatal, 38. 

Transferred Subject, 69, 

Munro — Quoted, 4, 26. 

Mysore— 116, 228-230, 305. 

And Customs, 242, 

N 

Kahha State — Postal Service of, 
283. 

National Defence — 7, 11, 318-320. 
In Canada, 39. 

A Federal Task, 59. 
Nationalisation — 8. 

Native Affairs — ^Expenditure on, 35. 
Naval Forces — of H. M., 69. 

Navy — 8. 

(See also under Defence). 

Nepal — 248. 

Nevada — ^21. 

New York-— State of, 22. 

Nizam— See Hyderabad. 

Nova Scotia — ^Financjes of, 40. 

0 

Ontario — ^I’inanoes of, 40. 

Opium — ^Imperial Subject, 73, 94. 
i46^'''l;47v 
Amd Salt, 252. 

Rev’en^efrcto 10i2; 

States’ claims in respect of, 
263—9. 

Drug Manufacture from 262, 268 
Orange Free State— Grants to, 36. 
Order — Law and, 8. 

ExpemUture on, 34. ^ 

P 

Palace Expen liture— of Princes, 
286. 

Panama Canal — ^Tolls from, 19. 
Paper Currency— Federal Subject, 
55,296-306. 

(See also Currency.) 
Parliament— of South Africa, 17. 
British, 77, 84. 

Pass Duty— o.n Opium, 265 etseq. 


Pass Fees — ^African Revenue, 34. 
For Malwa Opiiml, 34. 
y( Patent — 8, 29. 

^ Patna — City of, 2. 

Patroleum— Imperial Subject, 73. 
Peace — 10, ll. 

Pensions — 185-6. 

Expenditure on in Canada, 
39. 

In Provinces, 93, 128-30: 185-6 
Old Age, 53. 

Pigou — quoted, 143. 

Pilgrimage— Transferred Subject, 


Police — ^Imperial Subject, 74, 
Organisation of, 72. 

Adm inistration under IVfftvo 
Scheme, 87. 

Income from, 92. 185-6. 
Expenditure on, 92. 185-6. 
Political charges— 69, 185-6. 

In States, 228-35. 

Ports — ^Federal item, 53, 7^. 74 
185-6. * -w - 


In Indian States, 244. 
Population— 111 , 214. 

Office — 8 : Revenue from, 35, 
39, 73 102, 103, 149, 185-6, 196 
©t seq, 327. 


Possibilities of, for^Revenue. 
322, 329. 

In Indian States, 281-5. 


Postal Convention.— 286. 

Post Roads — 8. 

Presidencies — 83, 85, 116. 

Price — ^Payment of, 51. 

Prince Edward Island— Finances of, 
40 . ^ 

Princes— 221 , 235. 

Chamber of, 287. 

(See also under States). 


Printing and Stationery— 74, 88. 

Probate Duties^-Australian, 3.3. 
In India. 


Productive object — 53. 

Protection — of industries, 45, 46. 
Expenditure on, 34. 

Provinces— of Canada, 37, 88. 

And Excise, 259-262. 

And Audit, 310. 

Redistribution of, 77. 
GQvemors*, 70. 

Mayo Scheme and, 88. 94, 206. 
Standard Expenditare of, 320* 
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Pravincial authority— 86. . 

Subjects, 69, 76. 

Governments, Canada, 3, 40, 
41. 

Govemnients,- India, 86. 
Governors, 86. 

Finance, 36, 63 — 120. 
Provincial Revenues, 121, 151, 
et seq. 

Rates — 102, 

Contribution, 103, 113, 114, 
123. 

Expenditure, 173 et, scq. 
Punjab— 98, 111, 109, 152, 183-4, 
214, ' 

Prussia— State of, 78. 

Public— Cl edjit, 60. 
pomaki, 50, 61, 

Ineoma from, 49, 52, 59, 60. 
Health, Expenditure, 29, 34, 
39,185-^, 211. 

Transferred Subject, 70. 

Works — ^Revenue from, 33, 39, 

^ 103, , ' 

Expenditure, 34, 39. 
Transferred, 71. 


Q 

Quarantine — 20- 

Port — ^Imperial Subject, 71. 


R 


Hailroails — Securities, 19. 

Railways— 24, 28, 29, 33, 39, 49, 50, 
102, 185-6, 196 et seq. 269-81, 
327. 

Refreshment rooms a«ndEx(.ise, 
258. 

and States. 274-9. - 
Expenditure, on 103, 185-6. 
Rayatwari — Settlement 161. ' 


Rajputanar—States; 118. 
Redemption— of debt, 53. 319. 


Registration — sunder Mayo Scheme, 
87, 91. 

Income from 102, 156, 159. 
Expenditure 102, 

Regulating Act— 64, 65, 83. 


Reich— Gernsan, 18, 25, 67, 78. 

(See un*!^ Germany). 
Reicha«^— 313. 

Relations— ExtemaiL, 67. 

Reserve — ^Bank, 307-8. 

Reparations— :b?om GemKmy, 25. 
Retrenchm^t— 86. T 



et^aeg. 




■ 



Revenue — ^Division of Resoarce*, 5 

22,58, 84. 

Indian, 89, 120, 323. 

- of, 118-121, 128, 129. 154-6 
of States 228-230. 

In Canada, 40. 

Mechanism for collection, 61. 
Federal and States, 21, 52, 
i Re-distribution of, 326 et seq. 
I U. S. A. (States), 19, 23, 

I Roads— 8, 17, 74. 

Royal Commission — 2, 96, 98. 

On Opitun, 264. 

Rupee — ^Exchange value of, 177 et 
seq. 298. 

Russia — Republic of, 42. 

S 

Salaries and Allowances — 208 et 
{ seq. 319. 

! Salt — revenue from 102, 118, 144, 

! 146, 185-6, 251-8. 

Sanitation — Federal function, 53. 
Sasketchewan — ^Finances of, 40. 

Sea — ^Forces, 8. 

Services — ^increased demand for, 41 . 
(See also under Post and Rail- 
ways). 

Ship-building — ^Australia, 50, 
Shipping — 

Imperial Subject, 70. 

Shroff — 305. 

Sinking Fund — ^Australian,. 32. 319 
Sivaswamy Iyer — quoted, 65, 66, 
77, 81, 218, et. seq. 247. 

Social Service — 53. 

South Africar-”34,'^'*64. 

Sovereign Piowom— 66. 

SpMt Monopoly — 26 , 

Stamps — ^Australia, 33, 319. 

Reserved Subject, 71, 105, 109. 
Under Mayo Scheme, 88, 92, 

93. 

Revenue from 102, 128-30,- 156, 
States — of Australia, 67. 
of America, 8, 17, 49. 
duties of; 58. 

Finance, 61. 

Government, 42, 57. 

Indian, 66, 78, 80, 

Finances of, 217-294 
and Audit, 310. 

Confederation of, 311-12. 
State-^wnei^p of land, 49. 
Stationery — 71,73. 

Stores— Re^rved Subject, 71, 73. 

Straeh^— Sir J#lm,quotei 90 262 , 
General, 85. " 

Imperial 82« 



Subsidies — txi Canadei, 36, 89. 


Australian, 33. 
to States, 47, 59. 


134, 326, et 


Succession Duties — ^Australia, 33. 
Sugar — ^Export Duty, 256. 
Superannuation — ^Expemiiture on, 
39. See Pensions. 

Survey — ^Botanical, 73. 

Geological, 73. 

Swiss Confederacy — 10, 11, 18. 

Tariff, 24, 26. 

Switzerland — ^Federation, 47, 65, 
248, 


T 

Tax— 9. 

on Companies, 25, 278. 
pn Amusement, 29, 37. 
on Excess Profits, 29, 34. 
evasion of, 22. 
on Land, 29, 49. 

Nature of, 50. 

revenues from, 130, 138,325-9. 
on Transactions, 170. 

Taxation — ^Australian, 33. 

Pireet — ^provincial, 41„233 et 
seq. 326. 

See Customs and Excise^ 
Inquiry Committee, 130 et seq. 
176. 

of Property, 9. 

of States and Federation, 60, 
89. 

on Income, 9, 128-30; 164 176, 
170, 193-4; 315-7, 325-9. 
Taxes — Special, 8, 23. 

-on Natives, 34. 

Telegraphs — ^Federal item, 49 70. 
(See Post Office). 

81 . 

Transit Duties— 243 et seq. (see 
Customs^) 265. 




Travancore — ^Pinanoes of, 229-32, 

243, 244. 

Transvaal — grants to, 80i 
Treaties — 11, 81. 

and Railways, 269-281. 

see under Salt and Opium and 

Customs. 


T^Pasury— Imperial, 82. 
Tributes— 82, 102; 128-30. 318 


Troops — ^0, 204-6. 
Turkestan — 243. 
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Unemployment — ^Relief, 24, 53. 
Union — of South Africa, 17, 32. 
United Provinces — 109, 110, 111, 
152, 183, 185-6,^^215. 

United States — of Ari erica, 8, 55, 
281. 

University — ^Benares, 71. 

Training Corps. 214, 291, 293, 
in Indian States. 
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Viceroys — of the Mughals, 82, 
cost of, 209. 
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War — ^Declaration of, 8, 10, 11, 18, 
91, 140 et seq. 

Afghan, 91. 

European 247, 299. 

Tax, 39. 

Warship — 10. 

Water — Supplies, 69. 


Transport, 70, 73. 

Wealth — of Provinces, 111, 214. 
Wealth and Taxable Capacity — 110, 
214. 

Weby Commission — 94; 98; 
White— Sir F, 65. 

Z 

Zamlndarl Setdement— 161. 
ollverelh.-— 245 



